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David Waddell

Executive Director

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, Tennessee 37243-0505

Re:  Supplemental Information for Application of Williams Communications, Inc. d/b/a
Vyvx, Inc., Docket No. 99-00398

Dear Mr. Waddell;

Pursuant to my discussions with TRA staff and the information contained in the recently-
released “CLEC application pack,” Williams Communications, Inc. d/b/a Vyvx, Inc.
(“Williams”) hereby provides an original and thirteen (13) copies of the following information to
supplement its application, which was filed on June 3, 1999 (“Application”). This submission
incorporates the information filed earlier with the TRA. Because certain portions of this
submission contain confidential and proprietary information of Williams and its parent
corporation, those portions are being filed separately under seal pursuant to TRA Rule 1220-1-1-
.03(8). Williams requests that the information filed under seal not be disclosed to the public or
to any of its competitors.

P

L. Managerial Requirements.

Applicants should provide data regarding the key managerial staff to include:

a. Degrees held-such as B.S. or Masters in accounting, engineering, management, etc.
b. Any professional licenses-such as Attorney, CPA, PE-Professional engineer, etc.
C. Experience in management, telecom industry experience, etc.

Response: See Application at p. 4 and Exhibits 4 and 5.
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Technical Requirements.

a. Applicants should provide data regarding the key technical staff as in I, a, b, &
¢ above.

Response: See Application at pp. 4-5 and Exhibits 6 and 7.

b. Applicant should provide information concerning the network it proposes to
provision in Tennessee such as:

)] Geographic area proposed-i.e. Nashville, Memphis, Knoxville, entire state,
etc.

Response: Statewide.

2) Location of switches-i.e. cities.

Response: See Application at pp. 4-6. Williams currently plans to locate switches in
Nashville and Chattanooga and may add additional switches in Knoxville and Memphis.

3) How its network will be deployed.

Response: See Application at pp. 4-7. Williams plans to construct its fiber-optic facilities
along existing right-of-way corridors in Tennessee. The POPs planned in Tennessee will
provide convenient access to the fiber-optic network for Williams” customers. POPs not
initially connected directly to Williams’ fiber-optic network would be interconnected with
off-net capacity or facilities leased from other telecommunications carriers. Williams’
network will primarily rely upon an Asynchronous Transfer Mode (“ATM”) over SONET
transmission structure, and a network control center in Tulsa, Oklahoma will monitor the
network 24 hours per day, seven days per week.

4) Type of equipment proposed-i.e. DMS-100 or SESS, etc. Fiber rings, etc.

Response:  See Application at pp. 4-6. To support long distance voice, video, Internet,
and data transmission services, Williams plans to install a variety of equipment in its POPs
throughout the nation, including, without limitation, Nortel DMS-250 voice switches,
Ascend GX-500, CBX-500, and GX-250 ATM switching equipment, frame relay switching
equipment, Lightera Sonet Switches, and Tekelec Eagles for signaling system 7 network
(SS7) functionality at signal transfer points. For its POPs in Tennessee, Williams plans to
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deploy Ascend ATM switches. In Nashville, Williams additionally plans to install Lightera
Sonet switching equipment.

o Address whether a telecom engineering firm is on retainer, if no electrical engineers
are on staff.

Response: Not applicable.

d. Address whether Tennessee customers will be required to purchase CPE which
could not be used with ILEC systems, should the customer decide to go back to the
ILEC, for whatever reason.

Response: As noted in its Application (pp. 4-6), Williams initially plans to offer
interexchange services to other telecommunications carriers, Internet service providers, and
other sophisticated entities that demand large amounts of bandwidth. Depending on the
service ordered, customers may need to obtain specialized equipment. Williams believes that
this equipment will be compatible with the facilities of ILECs and ILEC facilities will often
be necessary to reach Williams’ POPs.

Financial Requirements.

a. Address cost of proposed network, switches, or unbundled network elements
(UNEs), etc.

Response: A construction budget for the planned fiber-optic construction project is
attached as Exhibit 10. This budget includes costs associated with fiber-optic construction,
such as regeneration and optical amplifier site costs. Attached as Exhibit 11 is a budget
for equipment purchases. Williams does not have plans to purchase unbundled network
elements at this time. Williams is filing Exhibits 10 and 11 under seal as confidential
information pursuant to TRA Rule 1220-1-1-.03(8).

b. Applicant should file the most current audited financial statements including an
income statement, balance sheet, and statement of cash flows for the most recent
fiscal or calendar year.

Response: See attached corrected Exhibit 3, which contains the current financial
statements for Williams Communications Group, Inc., Williams’ parent company. (In its
Application, Williams erroneously provided the financial statements of its ultimate parent,
The Williams Companies, rather than its direct parent, Williams Communications Group,
Inc. The Exhibit 3 attached hereto replaces the Exhibit 3 attached to the Application.).

100494-000 07/16/1999
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C. Applicant should provide projected financial statements, including income
statement, balance sheet, and cash flow statements for the next three (3) years.

Response: Estimated financial statements for Williams for the years 1999, 2000, and 2001
are attached as Exhibit 12. Williams is filing Exhibit 12 under seal as confidential information
pursuant to TRA Rule 1220-1-1.03(8). The Williams Communications Group, Inc. financial
statements (corrected Exhibit 3) and the estimated financial statements for Williams for the years
1999, 2000, and 2001 (Exhibit 12) are based on accounting policies described in the notes
accompanying the Williams Communications Group, Inc. financial statements.

d. Applicant should provide details of the funding for its proposed network, equipment
purchases, or payment for UNEs such as:

(D
@)
3
“4)

Internally generated funds (cash, marketable securities).
Letters of credit.

Loan commitments.

Vendor credit.

Response: See Application at p. 3 and attached Exhibit 3.

€. Applicant should file a three (3) year capital budget outlining what specific
equipment will be deployed, where it will be deployed, and its cost. This should
be for Tennessee operations, as well as for the parent company (or whoever is
responsible for financing the Tennessee operation). Also, provide the sources of

capital.

Response: See response to question III(a).

f. Indicate whether the financial statements reflect any amounts related to reciprocal
compensation for terminating ISP traffic. If so, quantify.

Response: Williams’ financial statements do not reflect any amounts related to reciprocal
compensation for terminating dial-up ISP traffic.

IV.  Small and Minority-Owned Telecommunications Business Participation Plan.

a. T.C.A. §65-5-212 provides that the applicant shall file such plan with the Authority
with their application for a certificate. Such plan shall contain such entity's plan
for purchasing goods and services from Small and Minority telecommunications

0577395.01
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business and information on programs, if any, to provide technical assistance to
such businesses.

b. The typical Plan contains a policy statement, definitions from the statute, how the
applicant will or has implemented the Plan, and what measures it will employ to
contact such businesses to advise them of opportunities to bid on services or goods
needed by the applicant, and any programs it has to provide technical assistance.

c. The Plan should also set forth how it will be administered, the administrator's
name, title, address and duties.

Response: See Application at p. 8 and Exhibit 7.
TRA Rules for Local Telecommunications Providers.

a. All applicants for certificates to provide local telecommunications services shall
abide by all statutes and rules applicable to them including the attached list for rule
1220-4-8-.04.

The company's application should address each subpart of this rule.

Response: See Application at pp. 6-7.

b. Applicant should provide a statement that notice of its application has been served
on incumbent local exchange telephone companies and other interested parties (e.g.
other competing local exchange carriers and telephone cooperatives). The TRA
needs a written certificate of service from the applicant.

Response: See Certificate of Service attached to Application and attached Exhibit 13.
Toll Dialing Parity Plan for Applicants Providing Voice Grade Service.

If the applicant does not intend to provide voice grade service, this does not apply.
However, if the applicant chooses at some point in the future to provide voice grade
service, they must file an appropriate toll dialing parity plan for TRA consideration at least
60 days prior to offering voice grade service. If applicant offers Voice Grade Service,
then a Toll Dialing Parity plan shall be filed with the application.

Response: Williams does not initially plan to offer voice-grade local exchange services,
although it may offer such services in the future. If Williams offers voice-grade local
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exchange service in the future, it will file a toll dialing parity plan sixty (60) days before
commencing service.

Miscellaneous.

a. Notarized pre-filed testimony is needed for CLEC applications. The testimony
should affirm that all information submitted is true and correct.

Response: See attached Exhibit 14.

b. State the procedures the applicant has taken to insure Y2K compliance, or the status
of the applicant's Y2K plan.

Response: See Application at p. 8 and Exhibit 8.

C. Applicant should file their tariff subsequent to the application's approval (tariffs
filed with the application are informational only, not official filings).

d. Applicant shall file the status of applications in all other states.

Response: As of July 13, 1999, Williams was authorized to offer telecommunications
services in 46 states. An affiliate of Williams, Williams Communications of Virginia, Inc.,
is authorized to offer telecommunications service in Virginia. Thus, Williams and its
affiliate are currently authorized to offer telecommunications services in 47 states. Williams
has initial applications or applications for additional authority pending in Colorado, Utah,
New Mexico, Alaska, and Hawaii.

€. Has the applicant been involved in any pertinent mergers, acquisitions, etc.?
Provide a chart showing the applicant's corporate structure.

Response: See Application at pp. 2-3. A diagram of Williams’ corporate structure is
attached as Exhibit 15. Neither Williams nor Williams Communications Group, Inc. has
recently been involved in any material mergers or acquisitions.

f. The Wireline Activity Report should be submitted to the TRA on a monthly basis
for applicants providing voice grade service.

g. Does the applicant require customer deposits? If so, what is the amount required?
Is the applicant bonded for the amount of the deposits?

100494-000 07/16/1999
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Response: Williams’ carrier customers may be required to supply a deposit. Applicant
is not currently bonded for the amount of such deposits.

h. Will Tennessee customers be required to incur any non-recurring charges to initiate
service with the applicant? If so, list these changes.

Response: Tennessee customers will not be required to incur any non-recurring charges to
initiate service for the services Williams initially plans to offer. If Williams seeks to
implement non-recurring charges in the future, it will comply with all applicable Tennessee
laws and TRA rules and orders with respect to such requirements.

1. Provide the name, address, and telephone number of a responsible regulatory
officer for the TRA to contact regarding the applicant's Tennessee operations and
filing requirements subsequent to their application's approval.

Response:

Mickey S. Moon

Director of Regulatory Affairs
Williams Communications, Inc.
2800 One Williams Center, MD 28-6
Tulsa, Oklahoma 74172

Tel: (918) 573-8771

Fax: (918) 573-0669

E-mail: mickey.moon@wilcom.com

If you have any questions concerning this information or information in the Application,

please call me.

Very truly yours,

BOULT, CUMMINGS, CONNERS & BERRY, PLC

Michael B. Bressman

Attachments

cc: Scott Trout

0577395.01
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REPORT OF INDEPENDENT AUDITORS -

The Board of Directors
Williams Communications Group, [nc.

We have audited the accompanying consalidated balance sheets of Williams Communica-
tions Group, Inc. as of December 31. 1998 and 1997, and the related consolidated statements of
operations. stockholder’s equity, and cash flaws for each of the three years in the period ended
December 31, 1998. Thesc financial statcments arc the responsibility of the Company’s
management. Our responsibility is ta express an opinion on these financial statements based on
our audits. The financial statements of ATL — Algar Telecom Leste S.A. (an entity in which
the Company has a 30% interest at December 11, 1998) have been audited by other auditors
whase report has been furnished to us; insofar as our opinion an the consolidated financial
statements relates to data included for ATL — Algar Telecom Leste S.A., it is based solely on
their report. In the consalidated statement of operations for the year ended December 31, 1998,
the Company's equity in the net loss of ATL — Algar Telecom Leste S.A. is $4.228.000.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining.
on a test basis. evidence supporting the amounts and disclosures in the financial statements, An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits and the report of other auditors provide & reasonable basis for our opinion.

In our opinion, based on our audits and the repart of other auditors, the consolidated
financial statements referred to above present fairly. in all material respects, the consolidated
financial position of Williams Communications Group. Inc. at December 31, 1998 and 1997, and
the consolidated results of its operations and its cash flows for each of the three years in the
period ended December 31, 1998, in conformity with generally accepted accounting principles.

E&rNST & Youna LLP

Tulsa, Oklahoma

April 7, 1999,

except far the matters described in the
third paragraph of Note 10 and Note 17,
as to which the date is July 7, 199%

[16-9a1-99 62:33P)




JUL-16-98 13:25  From:WILL!AMS LEGAL 8185883005 T-817 P.03 Job=401

e -

J— - ;.’l

REPORT OF INDEPENDENT PURLIC ACCOUNTANTS

To the Management and Sharcholders of
ATL — Algar Telecom Leste S.A.

We have audited the balance sheet of ATL — ALGAR TELECOM LESTE S.A. (a
Brazilian corporation in the pre-operating stage) as of December 31, 1998, and the related
statements of income. changes in shareholders' investment and cash flows for the period from
inception (March 26, 1998) to Decomber 31, 1998 (not presented separately herein), all
expressed in US dallars. These financial statements are the responsibility of the Company's
management. Qur responsibility s to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with generally accepted auditing standards ia the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosurcs in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We belicve that our audit provides & reasonable basis for our opinian,

In our opinion, the financial statements referred 10 above present fairly, in all material
respects, the financial position of ATL. — ALGAR TELECOM LESTE S.A. (a pre-operating
Company) as of December 31, 1998, and the results of its operations and its cash Aows for the
peried from inception (March 26, 1998) to December 31, 1998, in conformity with generally
accepted accounting principles in the United States of America.

ARTHUR ANDERSEN S/C

Belo Horizonte, Brazil, January 29, 1999,
(except with respect to the matter
discusscd in Noto 8, as to which the
date i3 February 5, 1999)
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WILLIAMS COMMUNICATIONS GROUP, INC,
CONSOLIDATED STATEMENTS OF OPERATIONS
Three Moxths Ended
March 31 (Unaudited) Year Endod December 3,
1999 (998 1998 1997 199
(Dollars in thonsands, except per-share amoanis}
Revenues (Note 3) ............. $ 502,161 § 387,772 § 1733469 § 1428,513 § 705,187
Operating expenscs:
Costofsales. ................ 389,747 288,553 1,294,583 1,043,932 517,222
Selling, general and
administrative .............. 122919 103.673 487,073 323,513 152,484
Provision for doubtful
accounts .....o..oooi.aaes 8,437 1,483 21.591 1.837 2.694
Depreciation and amortization . . 27,578 18,995 84,381 70,663 32,378
Other (Note 4) .............. 300 (342) 34,245 45,265 500
Total operating
CXPONISES v vrarnrnine 548.981 412,362 1921873 1,491,214 705,278
Loss from operations (Note 3) ... (46,820) (24.590) (188,404) (62.701) (91)
Interest acerned .. ....ooeiinen.. (10,536) (1,739) (18,650) (8,714) (17,367)
Interest capitalized.............. 4,135 1.739 11,182 7,781 —
Equity losses (Note 3} .......... (10,159) {1,479) (7,908) (2,383) (1,601)
Investing income ............... 1,025 369 1,931 670 296
Minority interest in (income) loss
of subsidiaries................ 5836 (1.460) 15,645 (13,506) —
Gain on sale of interest in
subsidiary (Note 2)........... — — - 44,540 —_
Gain on sale of assets (Note 4}... — — — — 15,725
Other income (loss), net ........ (174) (104) 178 508 (108)
Laoss before income taxes «.vvvvee (56,693) (27,264) (186,026) (33,805) (3,146)
(Provision) benefit for income
taxes (Note 5} ... ..vvvvnnn. (17,448) 766 5,097 (2,038) {J6%)
Netlos8. ..o iveienineinaninarans $ (74.141) § (26498) § (180920) § (35.R43) § (3.514)
Basic loss per share:
Netloss....oooveevevenannnn. $ (74,141) § (26,498) § (180929) § (35843) $ (3.514)
Weighted average shares
outstanding ................ 1,000 1.000 1,000 1,000 1,000
Pro-forma loss per share
{(unaudited):
NetloSS. o ovvveiernanrninens $ (16) $ (.06) & (40) § (08) 3% (.01)
Weighted average shares
outstanding ................ 450,000,000 450,000,000 450,000,000 450,000,000 450,000,000

See accompanying uates.
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WILLIAMS COMMUNICATIONS GROUP, INC,
CONSOLIDATED BALANCE SHEETS
Ma‘d,“';,' As of December 11,
1999 (Umaudiced) 1998 1997
{lo thousands)

Assets
Current assets:

Cash and cash equivalents . . ...... ... oo iieniniant. § 96,847 $ 42004 §$ 11,290

Recoivables less allowance of $33,241,000 (unaundited)
{$23,576,000 in 1998 and $12,787,000 in 1997) .......... 512,985 491,871 291,100
Dus from affiliates {Note I4) . .. ittt ininrrniinennaenn —_ 3,881 —_
Costs and estimated carnings in excess of billings .......... 176,728 185,922 144,575
| 11 00) ¢ L T UG PGP 73.600 67,699 63.484
Dark fiberheld forsale .............covvvnintn Ceteiaens 41,079 46,175 —_
Deferred income taxes (Note ). ... coiiiiriiinennnnns 40.132 23,829 20,000
2 T 7= 18.119 26.198 29,640
Total CUMTENL BSSELS . v v v v v cvanceovovnannsansestassnavares 959,499 887,579 560,179
[nvestments (NOTE T)..uveeeevenenrinecsseiantvoiseinnans 639.066 265,217 28.170
Property. plant and equipment — net (Notc .3 T 781,324 695,725 407,652
Goodwill and other intangibles, nct of accumulated amortization

aof $90,668,000 (unaudited) ($81,882,000 in 1998 and

55,036,000 10 1997) tivri it i ittt 419,871 430,557 403,319
Due from affiliate (Note 14) .. .. .. i iiiiiiiii e, — — 97,097
Other assets and deferred charges. .. .. R T TP 73.161 58,468 9617
TOtR] ASSELS .4 v o ve v uneeunrarensesencaceoncneonsnonnanns $2.872,921 $2.337,546  $1,506,034

Liabilities and stockholder’s equity
Current liabilities:

Accounts payable (Not¢ 8) ........ i teisiesieaianeaneas $ 140,723 § 269,736 § 50402

Due to affiliates (Nofe 14) ..........cvcoviciniiiinnans 64,150 38,510 123,584

Accrucd liabilitics (Note 8) .....ciiiieiieierrnrinernens 207,507 198,676 176,979

Billings in excess of costs and estimated earnings........... 45,050 49,434 43,054

Long-term debt due within ane year (Note 10) ............ €22 €90 1,195
Total current labilities .........cvvvviriiiiiiainiiian... - 458,052 557,046 409,214
Long-term debt:

Affiliates (Note 14) ... ... oiiiviiiiieiiiiiiiniiananna, 825,044 620,710 -

Other (Note 10) .. oiiini i et iareeiseranaas 318,390 3,020 125,746
Deferred income taxes (Not€ 3) .. vieii it iieninnreiacnas 108.176 29417 20,000
Other labilities . o.vviirii i ie et iaiaenrearnianannacnns 11,995 10,595 5,126
Minority interest in subsidiaries......... . coii it 117,190 110,076 83.156
Stockholder's equity:

Common stock, $1 per share par value, 1.000 shares issued

and authorized..........coiiiiiiiiniri e, l 1 I

Capital inexcessof parvalue ....... ..o iiiiriviainenn, 1,356,891 1.299,871 1,000,348

Accumulated deficit ... e e (392,091) (317,896) (134.168)

Accumulated other comprehensive income (loss) (Note 11) 69,273 24,706 {3,479)
Total stockholder's equity.......cvooi ittt iviain 1,034,074 1,006,682 862,702
Total liabilitics and stockholder’s equity. .............cooott. $2.872,921 $2,137,546 31,506,034

See accompanying notes.

F-5
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WILLIAMS COMMUNICATIONS GROUP, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

Capital Accymnlated
n Other
Commaen Excess of Acenmulated  Compreheusive
Stock Par Value Dedicit {ncome(Losy) Total
(In thoysands)

Ralance. December 31, 1995 ... o vttt $1 $ 179712 $ (85492) 3§ — $ 84221
B\ (3 48 1T _— — (3,519) — (3.514)
Capital contributions from parent ., ........ — 439,000 — — 439,000
Dividends taparent ........oiiiniiiiann, — — (2,760) - (2,760)
Other...oovvivnninvens Cierenanaaivanes - 306 — — 306

Balance, December 31, 1996 .......cvvvvnn- l 619,018  (91,766) - 527,253
Net Jass . 4.t viiiiiiieeieiieiaiannanranes — — (35,843) — (35,843)
Other comprehensive loss (Note 11):

Unrealized depreciation on marketable
equity securities .. ... v ieiiiann — — - (2,348) (2,348)
Foreign currency translavion adjustments.. — — — (1,131) (1,131)
Comprehensive loss ...............000vets (39,322)
Capital contributions from parent .......... — 366,130 — — 366,130
Acquisition of subsidiary with parent stock,.. — 15,200 —_ —_ 15,200
Dividends toparent .........ooviiinnanen. - — (6,559) — (6,559)

BRalance, December 31, 1997 ................ ] 1,000,348  (134,168) (347 862,702
R T —_ —  (180929) —  (180929)
Other comprehensive income (loss)

(Nate L1):

Unrealized appreciation on marketable

EQUItY SECUTILIES . v cvvrrviarrocainians - —_ — 25,977 29977

Foreign currency translation adjustments .. — — — (1,792) (1,792)
Comprehensive loss ........ooiiiiene.t (152,744)
Capital contributions from parent .......... — 209,493 - —_— 299.493
Noncash dividends 1o parent............... ~— — (2,799) — (2,799)
Other . ..o iviiir i iiviei it Gaes = 30 - — 30

Balance, December 31, 1998 ................ 1 1,200871  (317,896) 24,706 1,006,682
Net Ioss® oo vvrvvenniivnrrennirn-s evecane —_ _— (74,141) —_ (74,141)
Other comprehensive income (loss)

(Note 11):
Unrealized appreciation on marketable
equity securities® ... iviriiririrriiees - — —_ 67,761 67,761
Foreign curréency translation
adjustments® ... iiiiiiiii i - - —_ (23,194) (23.194)
Comprehensive loss* ..., .. covieiveenann (29.574)
Capital contributions from parcnt' ......... — 57,020 — — 57.020
Other* .ottt areaivnrenes oy — (54) — (54)
Ralance, March 31, 1999 ... ... .. _...... $I  §1.356801 $(392.001) § 69,273 51,034,074

* Amounts for the three months ended March 31, 1999 are unaudited.

See accompanying notes,
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WILLIAMS COMMUNICATIONS GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Theee Months Ended
Marck M, (Unwudited) Year Ended December M.
1999 1998 - 1998 1997 199

(In thousands)
Operating activities
Net lose. . ... .. .. e $ (74141) § (26.498) $(180,929) § (35.843) § (3.514)
Adjustments to reconcile net income to net cash provided
a(uscd_ in) operating activities:
ange i accounting principle . ..o oo 304 — — — —
Depregiation .. ...veevrre o i e | 9,l§g 12,251 56,224 41,066 22,453

Amoartization of goodwill and other imtangibles ....... 8.4 6,744 28,157 21,597 9,925
Provision }beneﬁl) for deferred income taxes .. ..... 16,486 {1.151) (7,781) (L7771 (1.600)
Provision for loss on propeety ... ..ocviein it —-— — -_— 44,043 -
Provision for loss on mvestment. .......ooiveina o, — — 23,150 2,500 —_
Provision for doubtful accounts .................... 8,437 1,483 21,591 7.837 2,694
Equity losses. .............. sese Seeereeeeaeeaes 10,159 1,479 7,908 2,383 1,60{
Gain on disposition of interest in subsidiary.......... - - —  (44,540) —
Ga.in on s.ale of BESEIS o vuiasintansaiiaiiaaianeanas —_ — — —_ (15,7235)
Minority injerest in income (loss) of
Subsidiaries . cooeiiiaiinrsr it (5,836} 1,460 (15,645) 13,504 —
Cash provided (used) by changes in:
Receivables sold. .. ...coiveiviniinrnnnecnnnrans (33,767) — 103 25,664 —
Recejvables. ... .o..oociiiiiiiiin. P 31589  (18316) (213.[48} 234.127g (15,420)
Costs and estimated earnings in excess of billings... . 9,194 1,048 (41,298 656,454 (8.753)
(12 11 1= - (5,9i0) 2,783 2,347 (6,613) {1,896)
Dark fiber heldforsale ... oevianei oLt 5,056 —_ § 175 - -—
Othcr cUITENT AISCEE. . . oo v i nrecnseranarans 7.897 {8,328) 10,640 (1,790} (17484}
Accoupts payable......... ..o (79.844) 44,762 {08,770 (24.349) 13,851
Accrued lighilities . ... .. e e 58317 (1763) 18226 42480 11715
Billings in excess of costs and estimated earnings .. . (4,384) (14,675 1,380 38,239 5214
Due to/from affiliates ...l 20,521 (103,245 80870) 127378 7320
L8 T (10,432} (7,911}  (29.509) {11,342} (12,156)
Net cash provided by (used in) operating
BOHVILIES .+ ivvvereveeienncrnivoroareionrannanns (90,225) (109,877) (363,833) 147358 (1,775)
Financing activities
Proceeds from long-term debr .. ... ... . ...l oo, 315,477 — — 150,890 126
Payments on Jong-term debt. . .. .. .oeoiiieeieiaain.. (175) (125,653) (126677) (187.534)  (1.353)
Capital contributions from Moo insinnreieinnns 57,0200 224,717 200,493° 366,130 439,000
Contribution to subsidiary trom minarity interest
shareholders ....ovviiviiiniia it iieiiirienaiaians 11,000 — —_ —_ —
Changes due to/from affiliates.............c.o00nuien 204,334 123,627 717,807 (96,974) (209,004;
Dividendstoparent . .......coiiiiiiiiiiiii el — — — (6,559) {2,760
Net cash provided by financing activities .............. 587,656 222,69} 890,623 225951 226,009
Investing activities
Froperty, plant and equipment:
apifal expenditures ........ ... .o (1501.238) (LIDJMIT) (299.481) (276.249) (66.900)
Proceeds from sales.......c.ooil A —_ $06 £.512 15,292 23,010
Purchase of igvestments ......... Ceeerhaieeeiiaas (291,350) (11,800) (226489} (25,343 (15‘415;
Acquisition of businesses, net of cash acquired ......... — —_ 9,067 81,192) (164,881
Proceeds from sale of business. .. .................... - — 10.000 - —-—
othcrllc"l-o--‘--nrunl-allllnl ccccccccccc crram - 8;920 9.315 4.000 I
Net cash used in investing activities .................. (442,588) (112,491) (496,076) (363,494) (224,186)
Increase in cash and cash equivalents. . ............... 54,843 323 10,714 0317 48
Cash and cash equivalents at beginning of year......... 42,004 11,290 11,290 973 925
Cash and cash equivalents atend of year. .. _.......... £ 96847 $ 11613 § 42004 § 11290 § 973

See accompanying notes.
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WILLIAMS COMMUNICATIONS GROUP, INC.

NOTES TO CONSQLIDATED FINANCIAL STATEMENTS
December 31, 1998, 1997 and 1996 (Information as of March 31, 1999 and for the
three months ended March 31, 1999 and 1998 is unaudiied.)

1. Nature of the Business — History and Formation of the Company — Basis of
Presentation — Summary of Significant Accounting Policies

Nature of the Business

Willlams Communications Group, Inc. (“WCG" as described below) owns, operates and is
extending a nationwide fiber optic network focused on providing voice, data, Internet and video
services to communications service providers. WCG also sells, installs and maintains equipment
and network services that address the comprehensive voice and data needs of organizations of all
sizes. WCG's primary business units are Williams network (“Network™) and Williams
Communications Solutions (“Solutions”). WCG also awns and operates businesses that create
demand for capacity on the Williams network, create demand for our salutions unit services or
develop expertise in advanced transmission applications. In addition, WCG has & number of
investments in domestic and foreign businesses that drive bandwidth usage on the Williams
network, increase service capabilities, strengthen customer relationships or extend WCG's reach.
These businesses and investments are referred to as “Strategic Investments.”

History and Formation of the Company -

WCG is owned by The Williams Companies, Inc. (“Williams™). In 1985, Williams entered
the communications busincss by pioncering the placement of fiber optic cables in decommis-
sioned pipelines. By 1989, through a combination of construction projects and acquisitions,
Williams had completed the fourth nationwide digital fiber optic actwork. The network consisted
of approximately 9,700 routc miles, By 1994, Williams, through its WilTel subsidiary, was one of
the 10p providers of broadband data services and long distance voice services as well as the first
provider 10 offer nationwide frame relay transmission capacity.

In January 1995, Williams completed the sale of the WilTel network business to LDDS
Communications, Inc. (now MCI WorldCom. Inc.) for approximately $2.5 billion, The sale
included the nationwide fiber optic network and the associated consumer, business and carrier
customers. Williams excluded from the sale an approximate 9,700 route mile single fiber strand
on the nationwide network (the “Retained WilTel Network™}, WilTel's communications
equipment distribution business, and Vyvx, Inc. (“Vyvx"), a leading provider of integrated fiber
optic, satellite and teleport video transmission servicss, The Retained WilTel Network, along
with Vyvx, our solutions unit and a numbst of acquired companies formed the initial basis for
what is today WCG, Sece Notc 2 for a description of acquisitions in 1996 through 1998,

Under agreements with MCI WarldCom. Inc., the Retained WilTel Network can only be
used to transmit video and multimedia services, including Internet services, uatil July 1, 2001.
After July 1, 2001, the Retained WilTel Network can be used for any purpose, including voice
and data tariffed services. In addition, as part of the sale to MCI WorldCom, Inc., Williams
agreed not to reenter the communications network business until January 1998,

In October 1997, management and ownership of the Retained WilTel Netwark was
transferred from Strategic Investments to Network and intercompany transfer pricing was
established prospectively. In addition, consulting, outsourcing and the management of Williams’
internal telephone operations, activities previously performed within Strategic Investments, were
transferred 10 Network. For comparative purposes, the 1936 and 1997 consulting, outsourcing
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WILLIAMS COMMUNICATIONS GROUP. INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

and internal telephone management activities previously performed in Strategic Investments that
were transferred to Network have been reflected in Network’s segment results, See Note 3 for
segment disclosures.

In January 1998, Willjams reentered the communications netwaork business, announcing its
plans 1o develop a fiber optic network consisting of 32,000 raute miles.

In November 1998, Williams announced its intention to sel{ & minority interest in WCG
through an initial public offering. Prior to the initial public offering, Williams contributed certain
international communications investmeats held in Williams International Company to WCG for
inclusion in the initial public offering (see Note 17).

Basis of Presentation

The accompanying consolidated financial statements have been retroactively restated to
reflect the historical consalidated financial position as of March 31, 1999 (unaudited) and
December 31, 1998 and 1997 and the consolidated results of operations and cash flows for the
three months ended March 31, 1999 and 1998 (unaudited} and cach of the three years in the
period ended December 31, 1998 as if the contribution of the international investments held in
Williams [nternational Company to WCG described above had occurred and operated as a stand
alonc husiness throughout the periods presented. The March 31, 1999 and 1998 financial
statements have nat been audited by independent auditors, but include all normal recurring
adjustments which, in the opinion of WCQ's management, arc necessary to prescat fairly its
financial position as of March 31, 1999 and results of operations and cash flows for the three
months ended March 31, 1999 and 1998. Willilams Communications Group, Inc. and Williams
International Company are both wholly owned subsidiaries of Williams Holdings of Delaware,
Inc. (“Holdings™), which is a whally owned subsidiary of Williams. When the consolidated
financial statements refer to WCGQG, references include both Williams Communications Group,
Inc. together with its subsidiaries and the international assets contributed to the company from
Williams. In addition, when the consolidated financial statements refer to Williams, Holdings or
parent, the reference includes Williams, either alone or together with its consalidated subsidiaries
as the context requires, except for WCG.

The consolidated financial statements inclnde the accounts of WCG and its majority owned
subsidiarics and a subsidiary that WCG controls but owns less than 50% of the voting comman
stock. Companies in which WCG owns 20% to 50% of the voting common stock, or otherwise
has the ability to exercise significant influence aver the operating and financial policies of the
company, arc accountcd for undcr the cquity method of accounting.

The specifi¢ international investments referred to above include the interests in ATL-Algar
Telecom Leste S.A. ("ATL") located in Brazil, accaunted for under the equity method (sce
Note 7), and a 36% interest at March 31, 1999 (22% at December 31, 1998) in PowerTel
Limited (“PowerTel”) located in Australia, accounted for under the principles of consolidation
inasmuch as WCG has control over the operations despite its less than 50% ownership.

WCG is organized into three operating scgments as follows: (1) Network, which includes
fiber optic construction, fransmission and management services, (2) Solutions, which includes
distribution and integration of communications equipment for voice and data networks, and
(3) Strategic Investments, which includes Vyvx services (video, advertising distribution and
other multimedia transmissien services via terrestrial and satellite links for the broadcast
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WILLIAMS COMMUNICATIONS GROUP, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

industry), closed circuit video broadeasting services for businesses and audia and video
conferencing services. investments in domestic communications companies and investments in
foreign communications companies located in Australia, Brazil and Chile.

WCG's operations do not cureently pravide positive cash flow. Accordingly, Williams has
historically funded WCG's capital expenditures and acquisitions through a combination of
advances and capital contributions. Williams will continue to provids cash to WCG or assist in
the attainment of bridge financing up to the effective date of the public offering. Subsequent to
that datc, WCG intends to finance futurc cash outlays through internally gencrated and cxternal
funds without relying on cash advances or contributions from Williams.

Summary of Significant Accaunting Policies
Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management ta make estimates and assumptions that affect the amounts
reported in the consolidated financial statements and accompanying notes. Actual results could
differ from those estimates.

Revenue Recognition

Transmisaion and managemaent services revenues are recognized monthly as the services are
provided. Amounts billed in advance of the sarvice month are recorded as deferred vevenue.

Sales of constructed but unlit fiber, or dark fiber, are recognized at the time of acceptance
of the fiber by the customer.

New systems sales and upgrades revenues are recognized under the percentage of
completion method. The equipment portion of new systems sales and upgrades revenues, when
separately stated in the sales contract, is recognized when the equipment is received by, and title
passes to, the customer. The services portion of new systems sales and upgrades revenues, and
equipment when not separately stated in the sales contract, is recognized based on the
relationship of the accumulated service costs incurred to the estimated total service costs upon
completion. Estimated losses on all contracts in progress are accrued when the loss becomes
known. Costs incurred and estimated camings on confracts in excess of billings are recorded and
reflected as current assets in the balance sheet. The billings associated with these contracts occur
incrementally over the term of the contract or upon completion of the contract, as provided in
the applicable contract, Billings to customers in excess of costs incurred and estimated earnings
are recerded and reflected as current liabilities.

Customer service order revenues are recognized under the completed coatract method.
Customer service orders represent moves, adds or changes to existing customer systems.

Revenucs on contracts for malntenance of installed systems arc deferred and amortized on a
straight-line basis over the lives of the related contracts.

Cash and Cask Egquivalents

Cash and cash equivalents include demand and time deposits, certificates of deposit and
other marketable securities with maturities of three months or less when acquired.
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WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTYS — (Continued)

Inventories

Inventories consist primarily of purchased new and refurbished data, voice and video
equipment, and are stated at the lower of average cast or market.

Dark Fiber Held For Sale

Dark fiber held for sale represents fibers constructed by WCG on the network for sale 10
third parties. Dark fiber held for sale is in excess of fiber to be retained, lit and utilized by WCG
for the provisioning of services to its customers. The carrying amount of dark fiber held for sale
reflects an allocation of the total costs of cable, cable installation and rights-of-way based on
fiber-miles of each network scgment. Dark fiber held for sale included in current assets
represents amounts to be sold within one year. Amounts expected to he sold beyond one year of
$24,822,000 and $18,948,000 as of March 31, 1999 (unaudited) and December 31, 1998,
respectively, are included in other asséts and deferred chargas.

Property, Plant and Equipment

Property and equipment is recorded at cost. Depreciation is computed primarily on the
straight-line method over estimated useful lives.

Goodwill and Other Intangibles

Goodwill is amortized on a straight-line basis over the estimated period of benefit ranging
from ten to twenty-five years. Other intangibles are amartized on a straight-line basis over the
estimated period of benefit ranging from five 1o twenty years.

Impairment of Long-Lived Assets

WCG evaluates its long-lived assets, including related intangibles, of identifiable business
activities for impairment when events or changes in circumstances indicate, in management's
judgment, that the carrying value of such assets may not be recoverable. The determination of
whether an impairment has occurred is based on management's estimate of undiscounted future
cash flows artributable to the assets as compared (o the carrying value of the assets. If an
impairment has occurred, the amount of the impairment recognized is determined by estimating

the fair value for the assets and recording a provision for loss if the carrying value is greater than
fair value.

For assets Identified ta be disposed of in the future, the camrying value of these assats is
compared to the estimated fair vajue less the cost to sell to determine if an impairment is
required, Until the assets are disposed of, an eatimate of the fair value is redeterminaed when
related events or circumstances change.

Income Taxes

WCG's operations are included in the Williams' consolidated federal income tax retumn. A
tax sharing agresment exists between WCG and Williams to allocate and cettls among
themselves the consolidated federal income tax liability (see Note 5). Deferred income taxes are
computed using the liability method and are provided on all temporary diffcrences between the
financial basis and tax basis of WCG's assets and lisbilities. Valuation allowances are established
to reduce deferred tax assets to an amount that will more Itkely than not be realized.
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WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Earnings Per Share

Rasic carnings per share arc based on the 1,000 shares outstanding for all periods presented.
Diluted earnings per share are not presented as there are no dilutive securities related to the
WCG stock for the pariods presented. The pro-forma earnings per share was based on an
assumed average shares outstanding of 450,000,000, Stock options and awards have not been
considered in calculating the pro-forma net loss per share as their effect would be anti-dilutive.

Forelgn Curvency Translation

The functional currency of WCG is the U.S. dollar. The functional currency of WCG's
foreign operations is the applicable local eurrency for each foreign subsidiary and equity method
investee, including the Australian dollar, Brazilian real and Canadian dallar. Assets and liabilities
of fareign subsidiaries and equity investees are translated at the spot rate in effect at the
applicable reporting date, and the combined statements of operations and WCG's share of the
results of operations of its equity affiliates are translated at the average exchange rates in effect
during the applicable period. The resulting cumulative translation adjustment is recorded as a
separate companent of other comprehensive income,

Transactions denominated in currencies other than the functional currency are recorded
based on exchange rates at the time such tranaactions arise. Subsequent changes in exchange
rates result in transactions gains and losses which are reflected in the statement of operations.

Recent Accounting Standards

WCG adopted the American Institute of Certified Public Accountants’ Statement of
Position (“SOP") 98-5, “Reporting on the Costs of Start-Up Activities,” on January 1, 1999,
The SOP requires that all start-up costs be expensed as incurred and the expense related to the
inirial application of this SOP was immaterial.

Reclassifications

Certain prior yoar amounts have been reclassified to conform with the 1999 presentation.
Effective January 1, 1999, the segments previously known as Applications and Strategic
Investments were combined as they are now collectively managed and reported under the name
of Strategic Investments,

2. Acquisitions
Nortel

On April 30, 1997, WCG purchasced Northem Tel¢com Limited's (*Nortel™) Nerth
American customer-premise equipment distribution business which was then combined with
WCG's equipment distribution business to create Williams Communications Solutions, LLC.
(“Solutions LLC"). WCG awns 70% af Solutions LI C and Nortel owng the remaining 30%.
WCG paid approximately $68 milliou to Nartel. WCG has accounted for its 70% interest in the
operations &6 & purchase business combination, and beginning May 1, 1997, has included the
results of operations of the acquired company in WCG's consolidated statement of operations.
Accordingly, the acquired asscts and Habilitics, including $168 million in accounts reccivable,
$68 million in accounts payable and accrued liabilities and $161 million in debt obligations, were
recorded based on an allocation of the purchase price, with the cast in excess of historical
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WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

carrying values, which approximated fair value, allocated to identifiable intangible assets and
goodwill.

WCG recorded the 30% ownership reduction in its operations contributed to Solutions L1.C
as 2 sale 1o Nortel. WCG recognized & gain of $44.5 million based on the excess of the fair
value over the net book value (approximately $71 million) of its operations conveyed to Nartel's
minority interest. Income taxes were not provided on the gain, because the transaction did nat
affect the difference between the financial and tax bases of identifiable assets and liabilitles.

Other

During the three ycars ended December 31, 1998, WCG acquired 11 companies in addition
to the business combination involving Nortel. Each acqulsition was accounted for as a purchase
business combination. The acquired asscts and Labilities have been recorded based on un
allocation of the purchase price, including identifiable intangibles with any remaining cost in
excess of fair value allocated to goodwill. WCG has included the results of operations of the
acquired entities in WCG's consolidated results of operations generally from the date of
acquisition. A summary of the acquisitions by segment is as follows:

Network

On March 7, 1997, WCG ecquired Critical Technologies, Inc., & company which designs
and manages outsourced commuaications networks, by utilizing a $15,200,000 contribution of
Williams common stock.

Solutions

In January 1996, WCG acquired Comlink, Inc., a vaice and nétwark sysiems integration
company, for approximately $13 million in cash.

On August 30, 1996, WCG acquired SoftIRON Systems, Inc., a network systems
integration company. for approximately $9 million in cash.

On October 13, 1998, WCG acquired Computer Networking Group, Inc., a Canadian
company which provides customers with comprehensive multimedia netwark consulting and
remate network management services, for approximately $13 million to be paid over four years,
Approximately $11 million of the acquisition price was recarded at the acquisition date as the
remaining $2 million Is contingent upon certain performance measures. Appraximately $3 million
of the acquisition price was paid at the acquisition date with the remaining $7,700.000 payable
on the October (3 anniversary date as follows: 1999 — $1,323,000, 2000 — $1,667,000, 2001 —
$2.296,000 and 2002 — $2,404,000.

Strategic Investmenis

On May 1, 1996, WCG acquired Olobal Access Telccommunications Services, Inc., o
reseller of worldwide satellite video transmission services, for approximately $22 million in cash.

On Auvgust 1, 1996, WCG acquired ITC Media Conferencing, a provider of audio and video
conferencing services, for approximarely $48 miltion in cash.
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WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

On November 19. 1996, WCG acquired Cycle-Sat, Inc., a distributor of telavision and radio
commercials using satellite, fiber-optic and digital technologies, for approximately $57 million in
cash.

On December 31, 1996, WCG acquired Viacom MGS, an advertising distribution services
company, for approximately $13 million in cash.

On March 3, 1997, WCG acquired Satellite Management International, Inc., a full service
provider of closed-circuit video broadcasting services for businesses, for approximately $6 million
in cash.

On August 14, 1998, Williams International Company acquired 22% (based on 25% of the
comman shares and no preferred shares) of PowerTel, a publicly owned telecommunieatians
company in Australia, for approximately $25 million in cash and subscribed to purchase
additional common and preferred shares for approximately $67 million to increase its combined
ownership to approximately 45% by February 2000. WCQG also received 44,680,851 options to
purchase additional common shares of PowerTel at 0.47 Australian dellars per share. The
options, which expire in 2003, are not publicly traded and do not have a readily determinable fair
vatue. On February 9, 1999, in accordance with the subscription agreement, additional preferred
and common shares were purchascd at a total cost of $31,845,000, increasing WCG's ownership
{0 35% of the common shares. WCG consolidates its interest in PowerTel as WCG currently
holds a majority of PowerTel's board seats and exerciscs control over PowerTel's eperations.
After WCG’s initial investment, PowerTel had approximately $38 million in cash, which resulved
in net cash acquired of approximately $13 million when consolidated by WCG.

On October 23, 1998, WCG acquired Intersys, a data systems integration, ATM frame relay
and professional development company based In Mexico, for approximately §1 million in cash
and conversion of the investment WCG had in Intersys’ parent.

Costs of acquisitions, net of cash acquired, for all acquisitions discussed above are as follows
for the years ended December 31:

1998 1997 1996
(In thausands)
Working capital ......ccvviiniiiiiiiniiaian., $ (3.048) § 121,830 5 16862
Property and equipment...........cocvivnanin 4,567 21,211 17,790
Goodwill and other intangibles . ................ 52,506 215,821 142,287
LONE-term debl. .. vuvneveneeeeirnaeaainieanns (3.446)  (160.873)  (1.234)
Minority interest........... ettt eiteiirarens (49,137) (69,650) ~—
Other .t i ittt {10.509) (31.947) {10,829)
Cost of acqnisitions, net of cash acquired ........ $ (9.067) § 96,392 $164.881

The following summarized unaudited pro forma financial information for the years ended
December 31 assumes each acquisition had occurred on January | of the year immediately
preceding the year of the acquisition:

1998 1997 199
{In thousands)
REVATIUBS ottt iiiatieeeieirananes $1,776,349  $1,756,253  §1,533,140
Net lOSE o oii it iieiint i iannenesrannans $ (189, 707) § (37,615) § (11.162)
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WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cantinued)

The pro forma results include operating results prior to the aequisitians and adjustraents to
intcrest expense, goodwill amortization and income taxes. The pro forma consolidated results do
not purport to be indicative of results that would have occurred had the acquisitions been in
effect for the period presented, nor do they purport to be indicative of the results that will be
obtained in the future.

3. Segment Disclosures

WCG tdopted Statement of Financial Accounting Standards (“SFAS™) No. 131,
“Disclosures about Segments of an Enterprise and Related {nformation,” during the fourth
quarter of 1998. SFAS No. 131 establishes standards for reporting information about operating
segments and related disclosures about products and services, geographic arcas and major
customers,

WOCG evaluates performance based upon ssgment profit or loss from operations which
includes revenues from external and internal customers, equity earnings or losses, operating costs
and expenses, and depreciation and amortization and cxcludes allacated charges from parent. The
accounting policics of the segments are the same as those described in Note 1. Intercompany
sales are generally accounted far as if the salés were to unaffiliated third parties, that is, at
current market prices.
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WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
The following geographic area data includes revenues from external customers based on

praduct shipment origin for the years ended December 31 and long-lived assets based upon
physical lacation as of December 31.

1998 197 1996
{In chioasumds)

Reveanues from external customers:

United States ........ccvviieiennane. .., $1.591,779  $£1,336,743  $£93,943

[ 4 115 126,261 81,278 3,583
Total. oo e e $1,718,040 £1.418,021 $697.526
Long-lived assats:

United StRIES . .oovvvririinnerinriavnrerens $1.070,772 § 805,830 $374,439

Other .o it i §5.510 S, 141 1,244
Total. ... i i vt 3131265282 $ 810971 $375.683

Long-lived asscts arc comprised of property, plant and equipment and goodwill and other
intangible assets,

4. Asset Sales and Write-Offs

Included in 19928 other operating expenses and Strategic Investments' segmeat loss is a
$23,150,000 loss related to abandoping an investment in & venture involved in the technology and
transmission of business information for news and educational purposes. The loss occurred as a
result of WCG's re-¢valuation and decision to exit the venture as WCG decided against making
further investments in the venture. WCG ahandoned its entire ownership interest in the venture
in 1998. The lose primarily consists of $17 million from writing off the entire carrying amount of
the investment and $5 million from recognition of contractual obligations that will continuc after
the abandonment. During 1998, $2 million of the contractual abligations were paid. WCG's share
of losses from the venture accounted for under the cquity method were $3,670,000, $2,26%,000
and none in 1998, 1997 and 1996, respectively.

Included in 1997 other opcrating expenses and Strategic Investments' segment loss are
impairments and other charges totaling $42,043,000, In the fourth quarter of 1997, WCG made
the decision and committed to a plan to sell the learning content business, which resulted in a
loss of $22.7 million in 1997, The loss consisted of a $21 million impairment of the assets to fair
value less cost to sell and recognition of $1.7 million in costs associated with the decision to sell
the business. Fair value was based on management’s estimate of the expected net proceeds to be
veceived, During 1998, a significant partion of the learning content business was sold with a
resulting §2 million reduction in 1998 expenses. The carrying amount of the learning content
buginess at December 31, 1998 and 1997 is not significant 16 WCG's consalidated balance sheet.
The results of operations and effect of suspending amortization for the leaming content business
included in the consolidated net loss are nat significant for any of the periods presented. Costs
of §1.7 million recorded in 1997 primarily consist of contractual obligations and cmployee
termination costs. Additional employee termination costs of $1 million were incurred in 1998.

In 1997, WCG also impaired a continuing Strategic Investments project resulting in a loss of
$13 million. Fair value for this project was based upon management's estimate as to the
ultimate recovery of the project. Additionally, WCG made the decision and committed to a plan

F-21
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WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

to sell the enhanced fax business, resulting in an impairment loss of $4 million in 1997. Fair
value was based on management's estimate of the expected proceeds to be received, The fax
business was sold in 1398 resulting in a $.5 million reduction in 1998 expenses. In 1997, WCG
also recorded $2 million of expenses from canccllation payments for leases that are no longer
being utilized in our operations.

In 1996, WCG recognized a pre-lax gain of $15,725,000 from the sale of certain
communication rights (obtained from affiliates in 1995) for approximately $38 million.

8. Provision (Benefit) for Income Taxes

WCG's operations are included in Williams® consolidated federal income tax return. WCG
has a tax sharing agreement with Williams under which the amount of federal income taxes
allocated to WCG Is generally determined as though WCG were filing & scparate federal
consolidated income tax return, Under the terms of the tax sharing agreement, any loss or other
similar tax attribute realized for periods prior ta the initial public offering will be allocated solely
1o Williams. WCG will be responsible for any taxes resulting to Williams if the lees or similar
tax attribute is reduced by audit or otherwise. For any loss or other similar tax attribute realized
after the initial public offering, WCG will receive the benefit of the loss or other similar tax
attribute only if WCG is able to carry forward the loss or other similar tax attribute against its
hypothetical separate return tax calculation for a period in which WCG remains a member of
Willlams® consolidated federal income tax group. If WCG ceases to be a member of Williams’
consolidated federal income tax returm, WCG will retain only its allocable share under applicable
law of any consalidated loss or other similar tax attribute realized after the initial public offering
to the extent that it has not been treated as utilizing such loss or attribute on a hypothetical
separate tax return basis under the tax sharing agresment. Similar concepts apply to allocate the
state unitary, combined or consolidated, income tax liability.

The provision (benefit) for income taxes for the three months ended March 31, 1999 and
1998 (unaudited) and the years ended December 31, 1998, 1997 and 1996 includes:

Three Months Eaded
March 31, (Unsudited) Yesrs Ended December 31,
9 1938 1998 1997 1996
(In theusands)
Current:
Federal . ................ S —_ s — 5 — § — $ 1810
L (U — 23 162 2,081 158
Fareign. ccoicerareinnsns . 962 362 2.522 1,734 —
962 385 2,684 3,815 1,968
Deferred:
Federal. ... .. e aeane 11,202 (846)  (5.652) (2,761)  (1,761)
State. .....ovviiiiinnn 5.284 (305) _(2,128) 9%4 161
16,486 (1,151) (7.781) (1,777 (1,600)
Total provision (benefit) .... $17.448 § (766) $(5097) §$2038 § 368
F-22
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WILLIAMSE COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following table presents the U.S. and foreign components of loss before income taxes
for the years ended December 31, 1998, 1997 and 1996:

Years Ended December 31,

{998 1997 1996
{1n thoucands)
United States .....cvenreieiiieininirracrasans $(183,074) $(33.930) $(2.184)
FOtBIgN . ..ot (2952) 123 (962)
Total loss before taxes . .. ...ovieviveininensians ${186.026) $(33.805) $(3.146)

Reconciliations from the benefit for income taxes at the federal statutory rate 1o the
provision (benefit) for income taxes for the three months ended March 31, 1999 and 1998
(unaudited) and the years ended December 31, 1998, 1997 and 1996 are as follows:

Jhue Months Ended

arch 31, {unaudited) Years Ended December X1,

1994 199 1998 1997 199%
{1a thousands}

Benefit a1 statutory rate .. $(19,737) $(9,541) $(65.109) $(11,832) (1,101
Increases (reductions) in
taxes resulting from:
State income taxes ... . 3,435 (184) (1,279) 1,092 207
Goodwill amertization g12 762 5,286 2,675 1,469
Non-taxable gain from
the sale of interest in

subsidiary.......... —_ - — (15,605) —_
Change in valvation

allowance.........- —_ (1,258) (7.639) 10,827 —_
Tax benefits allocated

to Williams ........ 29,566 8,633 60,26! 12,761 —
Other—net cvvvenee 3,372 820 3,383 1,220 (207)

Provision (bencfit) for
income taxes ...... o §17448 $ g766) $ (5097) § 2038 § 368

s s —
E—_ _____~——S—
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WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Significant components of deferred tax assets and liabilities as of December 31 are as
follows:
1908 1997
(I thousands)

Deferred tax assets:

DEfOrrer FAVANUES « v o o v v n vt et aatnasasanosssanaetinons $14.321 § 15424

Impairment and Other CHATEES . ... cova v rsionnnrriricscenes 31,880 17,441

Other.........- T I R 12,789 3&92

30.990 36,257

Valuation AllOWANGE ..o cvevreaeierrcarsanairerannrens ..o 3,188y  (10,827)
Total deferred taX 8568« cvvnvreievaracanancnestassntinns 27,802 25,430
Deferred tax labilities:

Property. plant and equipment........ooioiiiiiia 14.783 21,759

Securities availahle forsale ... ..ot 13,763 (1,565)

L0 T R R R LR R R R Geeaceann 4.844 5,236
Total deferred tax liabilities . .....oooo v iiiiiiiiiiaeianes 33,390 25430
Nert deferred tax Hability < .ovorieniiie et s § 5588 § —

Valuation allowances have been established that reduce deferred tax assets to an amount
that will more likely than not be realized. Uncerainties that may affect the realization of these
assets include application of the tax sharing agreement with Willisms, tax law changes and
expiration of carryforward periods. The valuation allowance decreased during 1998 and increased
during 1997, primarily due to application of the tax sharing agreement with Williams.

If WCG had filed a separate federal income tax return for all perieds prescnted, the
provision {benefit) for income taxes for 1998 and 1997 would reficct additional benefit from the
carryback or carryforward of federal net aperating losses that would have been recognized by
WCG on a scparate return basis. The deferred federal income tax benefit for 1998 would have
increased by $5,588,000, to refiect the bencfit of a deferred tax assot for the federal net operating
loss carryforward gencrated in 1998, to the extent of the existing nct deferred tax liability. A
current federal income tax benefit for 1997 of $12,761,000 would have been recognized to reflect
the refund of tax from carryback of the federal net operating lass generated in 1997. The
provision {bencfit) for income taxes for 1996 would not change since a federal nct operating loss
was not generated in 1996,

Cash payments for income taxes (net of refunds) were $2,067,000, $1,148,000 and
$2,444,000 in (998, 1997 and 1996, respectively,

6. Employee Benefit Plans

Substantially all of WCG’s emplayees are covered by noncontributory defined benefit
pension plans. Effective Auguat 1, 1997, separate plans were cstablished for the Solutions LLC
union employees and Solutions LLC salaried employees. Substantially all of the remaining WCG
cmployees are covercd by Williams® noncontributory defined benefit pension plans in which
WCG is included, WCG is also included in Williams' health care plan that provides
postretirement medical benefits to certain retired employees.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continaed)

Contributions for pension and postretirement medical benefits related to WCG's participa-
tion in the Williams plans were $1,742,000, $357,000 and $12,463,000 in 1998, 1997 and 1996,
respectively. The change in contributions from year to year is due ta a change in the ratc of
pension contributions during the periods, Contributions in excess of the minimum funding
requirements were made in 1996 and the resulting credit balances from 1996 were used to
reduce the required pension contributions in 1997,

The following table presents the changes in benefit obligations and plan assets for pension
benefits for the Solutions LLC plans for the years indicated. It also presents a teconciliation of
the funded status of these benefits to the amount recognized in the accompanying consolidated
balance sheet as of December 31 of cach year indicated.

Penslon Beacfits
1993 1937
{ld thoycands}

Change in benefit obligation:

Benefit obligation at heginning of year .........c.cooiiiinte . $41087 & —
ServiCE COSt v vvverrroiaiiiriaoanaes e darenare e 4,604 1,770
TOLEIESE COSt v v v eeeerens e enensssarnancnesssansancansons 2,972 1,130
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Peunsian Benefits
1994 1987
(In thaysands)

Net pension expense for the Solutions LLC plans consisted of the
following for the years ended December 31:
Components of net periodic pension expensc:

GOIVICE COBE o vt asnennsnsoenenenmeeeeneeissnansnsenon § 4604 § 1770
TRLETEST COSE « v v v v e crtnsonasranessnnoasseanasccsneasans 2972 1,130
Expected rcturn on plan assets . . .ocoocieeiiiarariraeses (4,293)  (1.351)
Amortization of prior service eredit. . ...t (280) (L17)
Recognized net gctuanial pain ......ooovivniiiiiniiiianes (83) (18)
Net periodic pension expense.......ooovviiciiiiarraniaee, $ 292 § 1214

The following are the weighted-average assumptions utilized as of
December 31 of the year indicated:

Discount 1ate . ..o evveneeaaiaes i rierere e 7.0% 1.1%
Expected raturn on plan 885615 .. .-.voveararinirirenianes 10.0 10.0
Rate of compensation increase.......c.ovveiviiiareeceennns 5.0 5.0

Williams maintains various defined contribution plans in which WCG is included. WCG’s
costs related to these plans were $16,415,000, $9,564.000 and $5,934,000 in 1998, 1997 and 1996,
respectively. Thete costs increased over the period from 1996 to 1998 primarily duc to
acquisitions (see Note 2).

Included in selling, general and administrative expenscs for 1998 s an accrual of
$11.500,000 related to the madification of WCG's employee benefit program associated with
vesting of paid time off. In December 1998, WCG increased the number of days in the new
paid time off policy and changed the benefits with regard to sick pay.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cantinued)

7. Tnvestments

Investments as of March 31, 1999 (unaudited) and December 31, 1998 and 1997 are as
follows:

March 31, December 31.
1999 (Uneudited) 1998 1997
{In thousands)
Equity methed:
ATL — cOmmOn S10CK. . vvvvccneannans $ 64,892 $4826 § —
[0 73 111 < I 463 454 6,132
65,355 48,710 6,132
Cost method:
ATL — preferred stock ....... pesenae . 317,621 100,573 —_
OthErs ..o o i isnrionraronoamriniesas 53.501 28.00} 3,332
37,122 128,574 3,332
Advances lo investees. .. ooo i 4997 4,997 7619
Marketable equity secutities — Concentric
Network Corporation .........c.cc...... 197.592 82,936 _11.087

$638.066 $265217 $28,170

No dividends were received from investments in companies carried on the equily basis for
1998, 1997 or 1996,

Included in the investments table above are noncurrent murketable equity securities which
are classified as available for sale under the scope of SFAS No. 115, “Accounting for Certain
Investments in Debt and Bquity Securitics.™ The carying amount of this investment is roperted
at fair value with net unrealized appreciation or depreciation reported as & component of
stackholder's equity. A comparison of the carrying amount of this investment to cost as of
March 31, 1999 (unaudited) and December 31, 1998 and 1997 is as follows:

March 31, December 3§
1999 (umnudited) 1998 1997

Fair walue Faic value Fuir ralue

{Carrying (Canying {Carryieg

Cox Amouns) Cast Amount) Cow Amennt)

(In thapsands)
Concentric Network

Corporation ..... $41.543 $197,592 $41,543 $82,93¢ $15000 §! 1,087

WCG acquired 710,036 warrants to purchase common stock of Concentric Netwark
Corporation in canncction with WCG's acquisition of Concentric Network Corporation common
stock in 1997. No basis was allocated to the warrants as the fair value of the warrants was
considered to he nominal at the date the warrants werc acquired. Each warrant entitles the
holder thereof to purchase one share of Concentric Network Corparation common stock for $3.
The warrants expire in 2002.

As of May 26, 1999, the Cancentric Network Corporation investment has depreciated since
March 31, 1999, to a fair value of $168,870,000 based upon the May 26, 1999 stack price of $32.

F.27

16-Jul-99 02:3t



JUL-16-98 13:36  From:NILLIAMS LEGAL . 9165683005 T-16 P.28/51 Jobdf
- -

WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Centinued)

On January 13, 1999, the Brazilian Central Bank removed the limits of variations of the
Rrazilian Real compared to the U.S. dollar, allowing free market fluctuation of the exchange
rate. As a result, the valuc of the Real in U.S. dollars has declined 30% from December 31,
1998 to March 31, 1999,

Williams has granted WCG an option to acquire Williams® entire equity and debr interest in
Algar Telccom S/A. a Brazilian t¢lecommunications company, at net book value. The option is
exercisable at any time from Jaauary 1, 2000 to January 1, 2001 and is payable entirely in
WCG's Class B common stock. The net book value of Williams investment in Algar as of
December 31, 1998 was approximately $170 million including advences of $100 million. WCG
has not assigned any value to the option as of December 31, 1998.

At December 31, 1998, WCG awned 30% of the preferred shares in ATL and 30% of the
common stock through participation in # limited liability company. On March 25, 1999, WCG
invested $265 million in ATL to acquire a 19% ownership in ATL's outstanding common stock
and to increasc WCG's ownership in ATL’s outstanding preferred stock to 73%.

On March 25, 1999, WCG pledged 49% and 100% of its investment in ATL's common and
preferred stock, respectively, as collateral for a U.S. dollar denominated $521 million loan from
Ericsson Project Finance AR to ATL. In addition, Algar pledged 49% of its 51% investment in
ATL common stock and 100% of its 27% investment in ATL preferred stock as collateral for the
loan. The loan principal is due on March 25, 2002.

Summarized financial position as of December 31, 1998 and results of operations for the
period from inception (March 26, 1998) to December 31, 1998 for ATL are as foliows (in

thousands):
Current assets ..ovvevvnves et veeinvennoeontaeatnannns NP § 55641
INOMIGUITETIE BESELE -« o v e e rmrenvsonensenasnsaneaaranenasasnasnes 1.572.2176
Current liabilities........... e eerarae st e reeraeaas (522,385)
Long-termdebt ......covvviin i, saerens (26427)
Other noncurrent liabilities. ............. ... it rret ey e (649,743)
Stockholders’ equity .........cociii i et e et e . § 429362
Revenues .......cvouvseveer Cer i taniat e etartas Ceevrrae Ceaceas § 20,053
Gross profit. ..... b et raiae e e $ 281
INET 1088 ottt ts it tverrostataserasonsananesanencerntosioansanses £ (42,277)

On March 30, 1999, WCG acquired 19.9% of the commoan stock of Metrocom S.A. 3
start-up telecommunications company in Chile, for $15 million. WCG also paid $9.5 million for
warrants to purchase up to_an additional 30.1% of Metrocom S.A. If exercised, the warrants
must be cxercised in total and have an aggregate exercise price of approximately §10 million.
The warrants effectively expire March 30, 2003. The investment in Metrocom S.A. is accounted
for under the cost method.
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NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

8. Property, Plant and Equipment

Property, plant and equipment as of March 31, 1999 (unaudited) and December 31 is
summarized as follows:

Deprociable Mureh 31, December 31
Lives 1999 1998 1997
{In yeurs) (Unaudited)
(In thousonds)

o117 258-30 $ 116,511 & 116439 § 23712
Optronics .....covvviieieinans 7-10 186,530 167,997 144,191
Right-f-WaY .....ovveanrens 20-40 135113 135,113 5,291
Computer equipment........... 3 73979 65,126 29,835
Customer premise squipment. . .. 3 32,08% 30,616 30,736
Genceral office fumniture and

BXIUFES . .vvinreravnnancses 3-5 57,428 61,300 32,935
Buildings and leaschold 30 of life of

Improvements . ........ovenn- lease 46985 41,154 10,961
Construction in progress ........ Not applicable 199,252 130,063 218,752
(977,7-1 S Various 133,875 127.886 37,642

951,752 875694 534,055
Less accumulated depreciation

and amordzation .......... (210428) (179.969) _(126.403)
$ 781,324 § 695,725 § 407.652

In 1996, WCG agreed to exchange dark fiber along one of Its fiber routes for dark fiber
from another party's route. The agreement was subsequently amended to include exchanges of
bath dark fiber and fiber capacity leases. In the nonmonetary exchange of dark fiber, WCG
assigned a hasis of approximately $50.6 million to the dark fiber received, reprosenting the book
value of the dark fber relinquished. The exchange of leases resulis in revenue of $100,000 per
month and costs of sales in the same amount. The lease is a ten year lease with a ten year
renewal option. The amaunt to be paid under the renewal option is to be determined at the time
the rencwal option is exercised based on fair market value to be determined at that time. The
economic life of the property is 25 years. Transfer of title does not accur at the end of the leace
term and there is not & bargain purchase option.

In connection with its fiber build projects, WCG pericdically enters into various agreements
to obtain the use of property rights from Williams' pipeline companies in exchange for
telecommunications services. Under these agreements, WCG commits to provide various levels

and types of services as consideration for the right-of-way obtained. As of December 31, 1998,
such commitments were not material.

Commitments for construction and acquisition of property. plant and equipment are
approximately $808,183,000 as of December 31, 1998, Included in this amount is $470,440,000
for the purchase of optronica equipment from Nortel to be used in building the netwark pursuant
to an agreement with Nortel 1o purchase $600 million of optronics equipment. In addition,
included in the commitments is §315,556,000 for the purchase of wircléss capacity.
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On December 17, 1998, WCG entered into two agreements with WinStar Communications.
Inc. (“WinStar™). WCG has a 25 year indefeasible right 10 use approximately 2% of WinStar’s
wireless local capacity in exchange for payments equal to $400 million. WinStar has a 25 year
indcfeasible right to use four strands of WCG's fiber over 15,000 route miles on the nctwork, a
transmission capacity agreement with 2 minimum commitment for approximately $120 million in
specified circuits over a twenty-year term and colocation space rental and maintenance services
in exchange for monthly payments equal to an aggregaie of approximately $644 million over the
next seven years. As of March 31, 1999, WinStar has paid WCG approximately $15.3 million.
WinStar has constructed approximately 60 hubs, or antenna sttes, which are currently available
to WCG. WinStar intends to construct 270 hubs by the end of 2001, and WCG will have the
ability to usc all of these hubs. WCG will pay WinStar the $400 million over the next four

years as WinStar completes construction of the hubs. As of March 31, 1999, WCG has paid
WinStar approximately $84 million.

As a result of certain valuation matters and varlous timing differences associated with the
payment and receipt of cash, Williams cash payments to WinStar represent cash advances.
Accordingly, as WCG pays WinStar, a portion of the payments will be recorded as an advance
that will be returned based upon WinStar's payment schedule.

9. Accounts Payable and Accrued Liabilities

Under Williams® centralized cash management system, WCG's cash accounts reflect credit
balances to the extent checks written have not been presented for payment. The amount af
these credit balances included in accounts payable is §51,831,000 and §23,255,000 as of
December 31, 1998 and 1997, respectively.

Accrued liabilities as of December 31 consist of the following:

Desember 31,
1958 997

(ln thousands)
Employee Costs . .ovuveuieneeneieieiierirnnsnereaeeaens § 68,025 § 49,276
D efOrred PEVEIIIE + v et e et e i aae e raneennns 67.228 45,601
Jab costs and customer deposits .. ... b et eereaeieaasiiaeas 19,161 19,258
Warranty. . ..ccveecenn. b e eanennnsereiartertataenryn Ve 10,967 13,232
L 1317 AR beseiesas 33,295 49612

$103,676 $176.979
==t e
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cantinued)

10. Long-Term Debt

Long-term debt (excluding amounts due affiliates as disclosed in Note 14) as of March 31,
1999 (unaudited) and December 31 consists of the following:

March i, December 31,
1990 (Unaudiied) 1998 T
(In thoucande)
Credit 8greement . ...oovivvvvrrn-ciraansnes $315,000 $§ — $§125,000
L0714 17" R 4.012 3,710 1,941
319,012 3,710 126,941
Current maturities ... . v e icinieeinann 622 690 1.185
Long-termdebt........ooviiiiiin oo $318,390 $3,020 §125,746

In July 1997, Solutions LLC and Williams entered into an unsecured credit agreement with
a bank. Under the terms of the credit agreement, Solutions LLC has access to $300,000,000.
Interest is payable monthly and accrues at rates which vary with current market conditions, At
December 31, 1997, the interest rate was 6.2%. On January 26, 1999, WCG was added to the
unsecured credit agreement and agreed that the ageregate borrowings would not exceed
$400,000,000, including Solutions LLC's availability. Williams is the guarantor for WCG under
the credit agreement. WCG and Solutions LLC's availability under the credit agreement ic
subject to borrowings by other Williams affiliates. On March 25, 1999, WCG baorrowed
$265 million under the credit agreement for the additional investment in ATL described in
Note 7. At March 31, 1999, the mterest rate was 7.75%.

On April 16, 1999, WCG entered into a $1.4 billion unsecured revolving credit facility
which is guaranteed by Williams. The facility will expire on September 30, 1999, As of
April 30, 1998, WCG has borrowed $300 million on this facility, of which the proceeds were
used to reduce the outstanding amount under the July 1997 unsecured credit agresment.

Cash payments for interest were $2,427,000, $5,467,000 and $205,000 in 1998, 1997 and
1996, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -— (Continued)

11. Accumnlated Other Comprehensive Income (Loss)

The table below presents changes in the components of accumulated other comprehensive
income (loss).

Unrealized Foreign
Appreciasion Currency
(Depreciation) Translation
Ou Securities Adjustmen(s Totni
(In thousards)
Balance as of December 31, 1996 ,............ $ — $ — & —
Current period change:
Pre-income tax amount . ..., ....viaienen... (3913) (1,131) (5.044)
Income tax benefit ........ ... oL, vas (,565 — 1,565
Balance as of December 31, 1997 ..... Ve e (2,348) (1,131) (3479)
Current period change:
Pre-income fax amount . ...........cvinnn. 45305 (1,792) 43,513
Ineome 18X €XPenSe .o vv v vie i vvinnnrreeenn- {15,328) — {15,328)
. 29977 (1,792) 28.185
Balance as of December 31, 1998 ............. 27,629 (2,923) 24,706
Current period change:
Pre-income tax amount (unaudited) ......... 114,657 (23,194) 01,463
Income tax expense {(unaudited) ............ (46,896) —  (44,896)
67,761 (23.194) 44.567
Balance as of March 31, 1999 (wnaudited) ..... $ 95,390 $(26,177) § 69,273 s
_— === =il :
12. Stock-Based Compensation '

Williams and WCG have several plans providing for Williama common-stock-based awards
10 its emplayees and employees of its subsidiaries. The plans permit the granting of various types
of awards including, but not limited to, stock options, stoek-appreciation rights, restricted stock
and deferred stock. Awards may be granted for no consideration other than prior and future
services or based on certain financial performance targe1s being achieved. The purchase price per
share for stock options and the grant price for stock-appreciation rights may not be less than the
market price of the underlying stock on the date of grant. Depending upon terms of the
respective plans, staek aptiong become exercisable after three or five years, subiect to accelerated
vesting if certain future stock prices or specific financial performance targets are achieved, Stock
options expire ten years after grant.

Williams® employee stock-based awards are accounted for under provigions of Accounting
Principles Board (APB) Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related interpretations. Williams' fixed plan commoen stock options do nat result in compensation

expense, because the exercise price of the stock options equals the market price of the underlying
stock on the date of grant,

Pro forma net income and earnings per share, assuming WCG had epplied the fair-valus
method of SFAS No. 123, “Accounting for Stock-Based Compensation,” in measuring
compensation cast beginning with 1996 emplayee stock-based awards, are as follows:

F-22




—_ JUL-16-38 13:37  From:WILLIAMS LEGAL 8185883005 T-618 P.33/51 Job~401

2';‘—“-”7 —‘ A

WILLIAMS COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cantinued)

19¢8 1997 1996
Pro Pra Fro
Forms Reporred Forma Reported Forma Reparted
Net loss (thousands) ........ . ... ... (190,329) (180,929) (40,543} (33.843) (4014} (3.514)
Losspershare...................... (42) (.40) (.09) (.08) (olL) (0)

Pro forma amounts far 1998 include the remaining total compensation expense from the
awards made in 1997, as these awards fully vested in 1998 as a result of the accelerated vesting
provision. Pro forma amounts for 1997 includs the remaining total expense from the awards
made in 1996, as these awards fully vested in 1997 as a result of the accelerated vesting
provisions. Since compensation expense from stock options is recognized over the future years’
vesting period for pro forma disclosure purposes, and additional awards generally are made each
year, pro forma amounts may not be representative of future years' amaounis,

The fair value of the stock options was estimated at the datc of grant using a Black-Scheles
option pricing madel with the following weighted-average assumptions: expected life of the stock
options of approximately 5 years; volatility of the cxpcctcd market price of Willlams common
stock of 25 percent (26 percent in 1997 and 22 perceat in 1996); risk-free interest rate of
5.3 percent (6.1 percent in 1997 and 6.0 percent in 1996): and a dividend yield of 2.0 percent
(1.7 percent in {997 and 2.0 percent in 1996).

The fallowing summary represents stack option information for WCG employees:

1998 1997 19%
{Optioes in thousand~)
Options granted:
Williams plan ................. e eriatierenas o L7430 2,193 2,078
WCGplan. ..o e 483 — —
Weighted-average grant date fair value . ...... ... .. ... $ 819 $598 §392
Options outatanding — December 31:
williamsplan Pe co beddan U A B RO B ] TEYsEsTRIYYYYSYE R OEYN PO 5'432 4‘954 3'0l5
WCGplan.n---.--......-.. ---- R A I IR B SR B ) 465 I —
Options cxercisable — December 31:
B 3800 2,726 962
WCGoplan........... — _ —_
The following summary represents deferred share information for WCG employees:
1908 1997 1996
Deferred shares granted:
Williams plan ...... I (¢ 31 3 14,232 209,410
WCGplan cae bbb bt AT INIsIG iR RS terturs e N |65g0m - —_—

Weighted-average grant date ftur value of shares

EraMted . . ..viiiiieriiiiirsiiciirieenianeeres 3 3159 $ {994 § 1624
Percent of grant expensed {n year of grant ......... 11% 100% 12%
Shares 55U v .o v vii i e e, 30,404 22,218 11,544

Deferred shares are valued at the date of the award. The remaining value of the deferred
shares not expensed in the year granted is amortized over the vesting period.
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WILLIAMS COMMUNICATIONS GROUP, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

13, Leases

Future minimum annual rentals under noncancellable aperating leases as of December 31,
1998 are payable as follows;

Off-Network
Office Capasity
Rantal and Equipment Other Toatal
{1a thousands)

2 PN $ 24,756 § ™.730 $ 5019 $109,505
2000 ... st i 21,173 134,851 5,030 161,054
2000 L. et e §7,935 104,117 {689 123,741
2000 . i it 13118 91,622 £91 105,431
2003 ... i 11,169 69,396 691 B1,256
Thereafter. . .oovveeererenennns eee 38,825 6,650 9,788 55.263
Total minimum annual rentals....... $126,976 $486,366  $22908  $636.250

During 1998, WCG entered into an operating lease agreement covering a portion of its fiber
optic network. The total estimated cost of the network assels 1o be covered by the lease
agreament ie $750 million. The lease term will include an interim term, during which the
cavered network assess will be constructed, tha! is anticipated to end no later than December 31,
1999, and a base term. The interim and base terms are expected 10 tatal five years, and if
renewed, could total seven years,

WCG has an option to purchase the covered netwark asscts during the lease term at an
amount approximating the lessor’s cost. Williams provides a residual value guarantee equal to a
maximum of 89.9% of the transaction. The residual value guarantee is reduced by the present
value of the actual lease paymeats. In the cvent that WCG docs not excreise its purchase option,
WCG expects the fair market value of the covered actwork assets to substantially reduce
Williams payment under the residual value guarantee. WCG's disclosures for future minimum
annual rentals under noncancellable operating leases do not include amounts for the residual
value guarantee. As of March 31, 1999 (unaudited) and December 31, 1998, 5368 million and
$287 million, respectively, of costs have been incurred by the lessor.

Total capacity expense incurred from leasing from a third party’s network (off-network
capacity expense) was §110,804,000, $68,824,000 and $45,033,000 in 1998, 1957 and 1996,
respectively. All ather rent expense was $37.826.000, $24,912,000 and $17,588,000 in (998, 1597
and 1996, respectively. Inctuded in other rent expense is office space charged from affiliates of
$3.664,000, $2,475,000 and $2,247,000 in 1998, 1997 and 1994, respectively.

14. Related Party Transactions
Williams charges its subsidiaries, including WCG, for certain corporate administrative

expenses, which are directly idemifiable or allocable to the subsidiaries. Nortel also charges
Solutions LLC for certain corporate administrative expenses which are direcily identifiable or
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allocable to Solutions LLC. Details of such charges for the three months ended March 31, 1999
and 1998 (unaudited) and the years ended December 31 are as foliows:

Three Months Eaded
March 13, (ugaudited) Year Ended December 3,
1999 1998 1998 197 109¢
{in thousands)
Direct costs, charged from:
Willlams ....... feteeenann $ 4573 $ 2783 $13,364 § 8418 § 6370
Nottel ... oiivir e 182 3,853 10,727 15,260 —_
Allocated charges from
Williams .......coevnvenen 3,350 4,492 11,654 9,230 6,643

$ 8105  $11.J30 $35745 §$32908 §13.013

The above costs are reflected in selling, general and administrative cxpenscs in the
accompanying consolidated statements of aperations. Direct costs charged from Williams or
Nartel represent the direct costs of goods or services provided by Willlams ar Nortel at our
request as well as the cost of centralized administrative services, Williams allocates its cost of
centralized administrative services based on a logical representation of the benefits received, such
as allocating Williams’ human resources department based on employee headcount. Allocated
charges from Williams represent an allocation of general corporate charges based on a three
factor formula which considers operating results, property, plant and equipment and payroll. In
management's cstimation, the allocation methadologies used are reasonable and the direct and
allocated charges approximaic amounts that would have been incurred on a stand-alone basis.

Included in WCG’s revenues are charges to Williams and its sabsidiarics and affiliates for
managing their internal telephone aperations of $2,342,000, ${,878,000, $7,710,000, $5,217,000
and $4,918,000 for the three months ended March 31, 1999 and 1998 (unaudited) and the years
cnded December 31, 1998, 1997 and 1996, respectively. In addition, WCG's revenues include
charges 1o Williams® gas pipelincs for managing microwave frequencies of $4,067,000,
$1.053,000, $4.254,000, $3,754,000 and $1,381,000 for the three months ended March 31, 1999
apd 1998 (unaudited) and the years ended Decomber 31, 1998, 1997 and 1996, respoctively.

As of March 31, 1999 (unaudited) and December 31, 1998 and 1997, WCG’s net amount
due to or due from affiliates consists of an unsecured promissery note agreement with Williams
for both advances 1o and from Williams deponding on the respsctive cash positione of the
companies. The agreement does not require periodic prineipal paymeats or commitment fees and
accordingly is normally classified as noncurrent as periadic principal payments are not required.
Interest on noncurrent receivables and payables is accrued monthly and vates vary with market
conditions, The interest rate for noncurrent receivables and payables with Williams at the end of
the period was 5.6%, 5.8% and 6.2% for March 31, 1999 (unaudited) and December 31, 1998
and 1997, respectively. In addition, the net amount due to or from affiliates consists of normal

F-35




JUL-16-98 13:38  From:WILLIAMS LEGAL _ 9185683005 T-818 P.36/51 Job-401
- w,' - ;_.1

=

WILLIAMS COMMUNICATIONS GROUP, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

course rceeivables and payables resulting from the use of each others services. A summary of
these payables and receivables as of March 31, 1999 (unaudited) and December 31 follows:

March 11, December 31,
1999 (Unaudited) 1908 1997
(in (heusands)
Current:
Due from Willlams. ..o ciieviernreneens 5 — $ 3881 ¢ —
Due 10 affiliates:
W AMS. ..o i et et § 32,222 $ — $ 24,636
Nortel, oo i i ieieninns 30,685 37,187 98,948
18 1377 < 1,243 1,323 —
Total due to affiliates ....oovvvevvnrnrnnnnns $ 64,150 $ 38,510 $1231584
Noncurrent:
Due fram Williams.............. Cherensa $ — 3 —  § 97,097
Duc to affiliates:
21 1T ;YA $818,114 9614343 ¢ —
10T 6,930 6,367 —
Total duc to affiliates .. ....cvenivervinivnnn $825.044 $620,710 § —_

Interest expense to Williams was $9,307,000, $467,000, $16,933,000, $2.657,000 and
$16,776,000 for the three montha ended March 31, 1999 and 1998 (unaudited) and the years
ended December 31, 1998, 1997 and 1996, respectively. No amounts were paid to Williams for
interest in the three months ended March 31, 1999 {unaudited) or the years ended
December 31, 1998, 1997 and 1996.

Interest income from Williams was $2,932,000 in 1997. There was no interest income from
Williams for the three months ended March 31, 1999 (unaudited) or the years ended
December 31, 1998 and 1996,

In connection with the formation of Solutions LLC, a $160,873,000 note payable to Nortel
was established which was paid by Solutions LLC in August 1997. Total interest expensed and
paid on the note during 1997 was $2,431,000.

Solutions LLC purchased inventory from Nortel for use in equipment installations for
$467,476,000 in 1998 and $310,599,000 far the period from April 30, 1997 (date on which
Nortel became a related party) to December 31, 1997, Solutions LLC has a distribution
agreement with Naortel that extends through December 2002. If far two consecutive years the
percentage of Nortel products purchased by Solutions LLC falls below approximately 78% and
the rate of grawth of the purchase of Nortel products by Solutions LLC during the two-year
period is belaw that of ather Nortel distributors, Nortel may require WCG to buy, or WCG may
require Nortel to sell, Nortel’s cniire interest {n Solutions LLC at markct valuc.

In addition, Network purchased from Nortel optronics for use on its network for
$99,311,000 in 1998 and $30,241,000 for the period from April 30, 1997 to December 31, 1997.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

15, Commitments and Cantingencies

During 1998, Solutions LLC and one of its equipment suppliers amended aa existing take-
ot-pay cantract for equipment purchases, The amended purchase commitiient terms require
Solutions LLC equipment purchases {rom the suppher totaling $10,000,000, $19,000,000 and
$25,000,000 during the twelve-month periods ended March 31, 1999, 2000 and 2001,
respectively. Solutions LLC met ite March 31, 1999 commitment.

WCG is a party to various claims, legal actions and complaints arising in the ordinary
course of business. In the opinion of management, the ultimate resolution of all claims, legal
actions and complaints after consideration of amounts accrued, insurance coverage, or other
indemnification arrangements will nat have a materially adverse effect upon WCG's future
finaneial position, results of operatians or cash flows.

16. Financial Instruments
Fair Value Methods

The following methods and assumptions were used by WCG in estimating its fair value
disclosures for financial instruments:

Cach and each eauivalenisc The carrvine amounts reported in the balance sheet

T6=dul-99:-02:3!
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NOTES TG CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

limited to $500 million, which will bs reinvested by WCG in its business. If SRC’s investment
equals less than 10% of the common stock, SBC has the ability to purchase the remainder of the
10% in subsequent public offerings, if they occur. SBC's purchase of WCG stock is contingent
upon due diligence, WCG completing its initial public offering and the continuing existence of
the agreement under which WCG provides network transport services. The initial public offering
price, less the underwriters’ discount will determine the price of the SBC shares.

Once SBC receives regulatory approval to enter the long-distance business within one state
in its local service territory, it will have one seat on the WCG board of directors. WCG will
serve as SBC's preferred provider for all domestic U.S. transport services. SRC will be WCG's
preferred provider for platform products and certain international transport services, so long as
such preferred services are provided at mutually acceptable prices and regulations do not prohibit
such an arrangement. WCG will work with SBC to cannect SBC's international cables ta
WCG's domestic network. The agreement also will allow both parties to cross-market certain of
cach others services, and specifically enable Solutions to offer SBC-branded products und

services as an addition to its array of voice and data communication equipment products and
network scrvices.

Williams has a call option to purchase not less than all of the shares of stock acquired by
SBC, in the event of the termination, other than due to a breach by WCG, of certain
agreements with SBC, provided that Williams has at lcast a 50% interest in WCG. The purchase
price is equal to the market price at the time of exercise jess the underwriting discounts and
commissions applicable to the shares at the time of the initial offering.

On May 21, 1999, WCG ecntered into two memoranda of understanding with Metromedia
Fiber Network, Inc. under which both parties agree to enter into 20-year agreements with the
other, providing for the following:

* Metromedia will lease to WCG dark fiber on up 1o 3,200 route miles on its local
networks, 6 to 96 fibers per segment and will pravide WCG with maintenance
services and dark fiber connectivity 1o approximately 250 points of presence and data
centers, in exchange for approximately $317 million payable by WCG over the
duration of the agreement

+ Metromedia will lease from WCG six dark fibers over substantially all of the
Williams network and WCG will provide colocation and maintenance services in

sxchange for approximately $317 million payable by Metromedia over the duration of
the agreement

On May 24, 1999, WCG and Intel Corporation, on behalf of Intel Internet Data Services,
entered into a long-term master alliance agreement. The alliance agreement pravides that WCG
and Intel Internet Data Services will purchase services from one another pursuant to a service
agreement and create a co-marketing arrangement, each of which will have shorter terms than
that of the master alliance agreement. The services WCG will provide include domestic
transport services and may alse {nclude Internet copnectivity. Inte! will provide web hasting
services pursuant 1o the co-marketing arrangement.

Intel also entered into a securities purchase agreement with WCG and Williams to purchase
at the closing of this offering the number of shares of common stock equal 1o $200 million

divided by the initial public offering price less the underwriting discount. The parties’ obligations
under the securities purchase agreement are subject to closing conditions, including that the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

alliance agreement is in full ¢ficct and that at lcast $500 million is raiscd in this offering and
that necessary governmental approvals have been obtained.

In connection with its purchase of cornmon stock, Intel has agreed not ta transfer any of its
sharcs of common atack to anyone except affiliates for a period of eightssn months, but this
transfer restriction provision will be terminated if we have a change of control. In addition, the
transfer restriction does not prohibit Intel from panticipating in futurc registcred offerings
initiated by us or from cngaging in hedging transactions commencing six months from the date
of the equity offering. Intel also has registration rights in connection with its holdings.

On May 25, 1999, WCG entered into a non-exclusive alliance agreement with Teléfonos de
México. Under the terms of the agreement, both WCG and Teléfonos de México must first
seck to obtaln select international wholesale services between Mexico and the United Siates and
various other services from each other. WCG and Teléfonos de México will also sell each
other’s products to their respective customers and negotiate the terms under which both partics
will provide Installation and maintenance of communications equipment and other services for
the other. In addition, WCG and Teléfonos de México will interconnect their long distance
fiber-optic networks to jointly develop seamless voice, data and video transport services to serve
their respective markets.

In addition, on May 25, 1999, Teléfonos de México entered inta a securities purchase
agreement with WCG and Williams to purchase at the closing of the equity offering up to the
number of shares of common stack equal 1o $§100 miltion divided by the initial public offering
price less the underwriting discount.

Teléfonas de Méxica's obligation and ability 10 make the investment is subject to conditions
at closing, including that the alliance apreement with Teléfonos de México be in full effect and
that SBC approves the portion of Teléfonos de México’s investment that exceeds $25 million,
which would require SBC's investment to be limited to $425 million.

In connection with its purchase of WCG common stock Teléfonos de México has agreed to
certain restrictions and will receive certain privileges, including the following:

* Teléfonos de México hins agreed not to acquire more than 10% of WCG's commen stack
for a period of 10 years

« Teléfonos de México has agreed not to transfer 10 anyone, except affiliates, any of its
shares of WCG's common stack for a period of 3V2 years, but this transfer restriction
provision will be terminated if WCG has u change of contrel

+ Teléfonos de México has agreed that WCG has the right, for a period of 3% years, to
repurchase WCG stock at market value less the underwriter's discount if the alliance
agreement is terminated for any reason other than a breach by WCG

Teléfonos de México also has registration rights in connection with its holdings.
On Ma;ty 27, 1999, Williams contributed its investments in the holding companies, which
owned the investments in ATL, PowerTel and MetroCom. to WCG at their historical book

values. The assets were transferred at their histarical book values, similar to 2 pooling of
interests, as Williams had comman control over WCG and the holding companies contributed,

During the second quarter, management determined that the businesses that provide andio
and videa conferencing services and closed-cirenit videa broadcasting services for businesses were
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

held for sale. On June 30, 1999, WCG signed an agreement with Genesys, S.A. 1o sell its
business which provides audio and video conferencing services for approximately $39.¢ million.
WCG anticipates that this transaction will close prior to August 31, (993, The expected selling
price of both the sale to Genesys and of the other business less costs to sell the assets is
expected to result in a loss of approximaicly $26.0 million in the seccond quarter of 1999. Costs
associated with exit activities could result in additional charges of up to $4.0 million.
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors
Williams Communications Group, Inc.

We have audited the accampanying combined statements of income and changes in net
assets and combined statements of cash fiows of the Direct Sales Subsidiary, Nortel
Communications Systems (“NCS”) and TTS Meridian Systems, Inc. (“TTS") (collectively,
the “Business”) of Enterprise Netwarks of Northern Telecom Limited (*“Norte!") for the four
months ended April 30, 1997 and the year ended December 31, 1996. These financial
statemnents are the responsibility of the Business’ management. OQur respongibility is to express
an opinian on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards in the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstalemeat. An audit
includes examining, on & test basis, evidence supporting the emounts and disclosure in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial starement
presentution. We believe that our audits pravide a reasonable basis for our opinian.

In our opinion, the financial statements referred to above present fairly. in all material
respects, the combined results of the Business’ operations and changes in net assets and its cash
flows for the four months ended April 30, 1997 and the year ended December 31, 1996, in
conformity with generally accepted accounting principles in the United States.

DecortTE & ToucHE LLP

Toronto, Ontario
March 26, 1999
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC.
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWORKS OF
NORTHERN TELECOM LIMITED

COMBINED STATEMENTS OF INCOME AND CHANGES IN NET ASSETS

Four Months
Ended Year Ended
Aprit M0, Decembar 31,
1997 1996

{In thousends)

oY 3 L= I §250,205 $733 111
oSt OF SAIBE « v v v v eraenre o s i et tasaraeaneanrrersearnn 182,539 527,980
oSS PrOfit v vve i ettt it ircnrcieietieareat et e 67.666 205,131
Selling, general and administrative . .......o.o s 55,242 167,234
Other ----------------------- drear e a s e v b4 bsa s I T IR rEYETYY _ 1.023
OpeErating IneoME. .. .o ouvrirtiarienieaiearariaieotencaniianann, 12,424 36,874
TOLETESt IMEOMIC e v v v rr e s acscaaannnrereneasanesanssrneronntne . 592 1,403
Income before provision for income taxes ............ooeiiiii. 13.016 38,279
Pravision for income taxes (Note §) .. ...t 5330 _ 16018
Net income....cooveviens e e n e et e e § 7.686 § 22.261
Net Assets:
Beginning of pcriod ............................................ $£131.505 £140,201
NEt INCOME v v reiaerinerearc vt stasoanaassrinrnrecaesanans 7.686 22,261
Distribution from/(to) Nortel ... oot iaiiiiiii i ianens 8,339 ~(30,957)
Endofperiod ... ..covvnrrnein i $147,530 £131,503
—————— ——————
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC.
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWORKS OF
NORTHERN TELECOM LIMITED

COMBINED STATEMENTS OF CASH FLOWS

Four Months
AEmlh;(l' Jcﬂll’ Féenﬂgdl
Pll'lm NII'I&“I' 4
(In thousands)
Operating activities
TNEL ICOMIE oo e veeetnvenreersnnesanesriosasnrasnne tosninas £ 7686 0§ 22,261
Adjustments to reconcile pet income to net cash provided by operating
activities:
Depreciation and amortization . ........c.ooiiean, Cirieiiaee 2,121 6,993
Deferred tAXE2 . .. ... cevinvnnses S, faee 705 (2,508)
Loss on write-down of property and equipment................... -— 1,108
Caah provided (used) by changes in:
ReCEIVADIES . . oo veier i crarcaerceisntenarnar e (12,859) 3,928
 DORZ= 11001 £ -1 S Cererereereene (1,873) (3,721)
Prepaid CXPOmSEs « o ovvvieun i r i 6 428
Accounts payable and accrued liabilities. ............covill e (2.832) 4,236
Distribution from/(t0) Nortel ... . cooioii ity 8,33¢ (30,957)
O . ..yt c st iennvrevrmoocasasersttiarottosasrsasaninanns 396 4,308
Net cash pravided by operating activities ........ N 1.752 6.076
Tuvesting activities
Payments for purchases of property and equipment ................. - _(1782) {6,076)
Net cash used by investing activities.......c.oooiveieiianntn . (1,752) {6,076)
Increase incash........oovenn, e ieiaeeanar e o — -
Cash at beginning of perieds ........... betteserrrrrserieetesinan — —
Cash at end of periods ........... e eeaee et ] — 8 ~
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC,
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWQRKS OF
NORTHERN TELECOM LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Four Months ended April 30, 1997 and Year ended December 31, 1996
(thousands of dollars)

1. Basis of Presentation of the Combined Financial Statements

On April 30, 1997 the combined net assets of the Direet Sales Subsidiary, Nortel
Communications Systems, [ne. (“NCS"), and TTS Meridian Systems, Inc. (“TTS"™),
{callectively the “Business™) of Enterprise Networks of Northern Telecom Limited (“Nortel™)
were sold 10 a newly formed entity. Under the terms of the purchase and sale agreement,
Williams Communications Group, Inc. (“WCG") and Nortel formed a new entity, Wiltel
Communications, LLC (today known as Williams Communications Solutions, LLC ar “WCS").

The accompanying combined statements of income and changes in nert assets, and combined
statements of cash flows (“the statements™) have been prepared to reflect the income, changes
in net assets and cash flows associated with the Buciness as if it had operated on 2 stand alone
basis rather than as part of Nortel,

The Business is comprised of the following:

— NCS, which includes the following divisions: NCS East and NCS West; and the
consolidated subsidiaries Nortel Federal Systems. Inc.. and Bell Atlantic Meridian
Systems (“BA Meridian™). BA Meridian was a joint venture general partnership
previously owned 0% by NCS and 20% by Bell Atlanticom Systems Inc. Immediately
prior to transferring the combined net assets of the Business to WCS, Nartel purchased
the 20% interest in BA Meridian held by Bell Atlanticom Systems Inc. On April 30,

1997, 100% of BA Meridian’s net assets were sald 10 WCS, as part of the combined net
assets contributed, and;

— TTS
All transactions and balancez between combined entities have basn eliminated.

The combined statements include 100% of the results of BA Meridian. The 20% portion
owned by Bell Atlanticom Systems Inc. and included in these combined statements amounted to
$386 and $2,089 of nct income, for the four months ended April 30, 1997 and the year ended
December 31, 1996, respectively.

The transfer of the net assets of the Business was governed by the following agreements: the
Limited Liability Agreement of Wiltel Communications, LLC, dated as of April 1, 1987; the
Formation Agreement between Northern Telecom Inc., and Williams Communications Group,
Inc. dated as of April 1, 1997, and the Share Purchase Agreements for TTS Meridian Systems,
Inc., by and between Northern Telecom Limited and Williams Telecommunications Systems,
Inc. (“WTI"), dated April 30, 1997, collectively referred to as the “Agrecment.”

2. The Busitiess

The Business' principal activity is the marketing, sales and distribution of telecommunica-

tions equipment. The Business is highly dependent on Nortel, as substantiafly all of the products
distributed are purchased from Nortel.
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC.
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWQRKS OF
NORTHERN TELECOM LIMITED

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

3. Significant Accounting Policies
Revopues and Related Cost of Sales

Revenues and related costs for contracts and customer service orders are recognized on a
percentage-of-completion basis for individual contracts or clements thereof, based on work
performed, date of delivery to customer sits, and the ratio of costs incurred, 1o total estimated
costs. The equipment portion of contracts is recognized upon shipment.

Maintenance contract revenue is deferred and recognized over the life of the contract on a
straight-line basis.

Translarion of foveign currencies

Except for TTS, the functiona! currency of each of the combined entities is the U.S. dollar.
The functional currency of TTS is the Canadian dollar. TTS" operations are translated as
follows:

i. Assets and lisbilities are transiated at the exchange rates in effect at the balance
sheet date.

ii. Revenues and expenses. including gains and losses on foreign exchange transactions,
are translated at average rates for the period.

iii. The unrealized translation gains and losses on the Business' net investment,
including long-term intercompany advances, in these operations are normally accumulated in
a separate component of stockholders’ equity, which would be deseribed as currency
translation adjustment (“CTA").

For the purposes of these financial statements CTA was not material, and has been included
as part of the combined net assets.

Depreciation

Depreciation is generally caloulated under the straight-line method using rates based on the

expected useful lives of the assets of 5 to 10 years. The underlying assets being depreciated
consist principally of computers and telecommunications equipment, furniture and fixtures,
vehicles and leasehold improvements.

The cost of maintenance and repairs, which do not significantly imprave or extend the lifc of
the respective assets, is charged to expense ag incurred.

Goodwill

Goodwill represents the oxceas, ar the dates of acquisition, of the costs over the fair values
of the net asscts of certain companies acquired by the Business, and is amortized on & straight-
line basis over an ¢stimated life of 3 years. The carrying value of poodwill is evaluated to
determine whether a potential permanent impairment exists, management considers the financial
condition and expected future earnings bofore tax using projected financlal performance. A

permanent impairment in the value of goodwill is written off against earnings in the year such
impalrment is identified,
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC,
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWORKS OF
NORTHERN TELECOM LIMITED

NOTES TQ THE FINANCIAL STATEMENTS ~— (Continued)

Income Taxes

The Business, except for the TTS portion, was nat a taxabie entity when operated by Nortel;
rather, its tax position was considered as part of the consolidated tax caleulation performed for
Nortel. For the purposes of presenting the Business as a stand alone entity an estimate of the
tax position has been calculated. The Business used the asset and liability method of accounting
for deferred income taxes. Under this method, deferred income tax assets and liabilitics are
provided for temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for income tax purposes, computed based on
the rates and provisions as measured by tax Jawes.

Use of Estimates

The statements reflect the operations and cash flows of the Business, The statements have
been prepared from the books, records and accounts of the Business (including combining
workpapers and supporting entries) on the basis of established accounting methods, policies,
practices and procedures and the judgements and estimation methodologies used by Nortel and
the Busincss, in accordance with the generally accepted accounting principles of the United
States. All of the allocations and estimates reflected in the statements are based on assumptions
and estimates that management believes to be reasonable.  Actual results could differ
cignificantly from those estimates.

Warranties

Warranty and proguct allowances on sales arc cstimated and charged to cost of sales at the
time the products are sold to customers.

Recent Accaunting Standarde

Due to the sale of the Business on April 30, 1997, the results of aperations, cash flows and
financial position for the Business subsequent to that datc would be included in the financial
ctatements of WCS. New sccounting standsrds would be taken into consideration by WCS in
the preparation of thejr financial statements.

4. Goodwill

Total goodwill amortization charged to operations for the four months ended April 30, 1997
and the year ended December 31, 1996 was §333 and §1,283, respectively.
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DIRECT SALES SURBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC,
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWORKS OF
NORTHERN TELECOM LIMITED

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

5. Income Taxes

The provision for income taxes is comprised of the following:
Faur Moaths E‘!’ded Year Ended

Apriy 30, 1 December 31, 1096
Current
Federal ............. P e rrireerres $1.851 $13,868
State/Provincial ... oo et i i 601 2,150
2,452 16,018
Deferred
Federal ........ccvvvne areeiar e e 2,528 —
State/Provincial .. ... ir i i, 350 -~
2,878 —
Total provision ..ot $5,330 $16.018

Raconciliations of the benefit for income taxes from the statutory rate to the provision for
income taxes are as follows:

Four Months Ended Yenrr Fnded
April 30, 1997 December 31, 1996
Statulory rate ... ooiveiieranineiian i Ceeaian 35.00% 35.00%
Increases (reductions) in taxes from:
State/Pravincial rate ............ et ‘e 7.78 5.43
Goodwill ... i i e 0.13 0.66
L 171 12 R 0.58 0.83
Towal provision .......oovoviiii il 43.49% 41.92%

The tax provision above is an estimate to reflect what the Business would have paid had it
been a stand alone company. Therefore, cash taxes paid are not disclosed in these statements.

Actual income taxes payable, if any. were paid by Nortel, on behalf of the Business, on &
copsolidated basis.

6. Plans for Employees® Pensions

As the Business was part of Nortel as of April 30, 1997 and December 31, 1996, the eligible
employees of the Rusiness were members of the Nortel pension plans, Nortel has non-
contributory defined benefit pension plans covering substantially all of its employees. The
benefits are based on length of service and rates of compensation.

Nortel's policy is to fund pensions based on widely used actuarial methods as permitted by
pension regulatory authorities. The funded amounts reflect actuarial assumptions regarding

compensation, interest, and other prajections. Plan assets are represented primarily by common
stocks. bonds, debentures, secured mortgages, and property. '

Pension costs reflected in the combined statements of income are based on the unit credit
methad of valuation of pension plan benefits.
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC.
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWORKS OF
NORTHERN TELECOM LIMITED

NOTES TO THE FINANCIAL STATEMENTS — (Continued}

The following disclosure presents the estimated expense and funded status reconciliations for
the portions of the Nortel plan allocated to WCS employees as if the Business had operated on a
stand alone basis. Subsequent ta April 30, 1997, WCS curtailed the plan relating to the
transferred employees and later settled the plan. As a result the plan as described below no
longer exists.

April 30, Dacembar 31,
1997 1996

Plan Assets and Liabilities:
Planassets at fafrvalue . ......ooeettnnnen e, $45,464 $43,069

Actuarial present value of benefit obligation
Accumulated benefit obligation

Vested .. ..o 21,507 20,228
Non-vested .........0it et inrernenreivesnneanes 4,534 4,266
Effect of salary projection.....c-vvvviv o iiirinrerenses 17,322 16,299
Projected benefit obligation .................... Ceaens voo_43363 40,793
Excess of plan assets at fair value over projected benefit
abligations. . ...... ... 2101 2,276
Less:
Unrecognized net transition assets...................... 1,000 1,030
Unrecogrized Prior sorvice Costs . o.vyvuovnrnrvrnnnerns (1,225) (1.251)
Unrecognized net gains. ........... ... ... ..o ene... 557 557
Pension asset .. ..o e $ 1,769 § 1,940
Aprif 30, December 31,
1997 199
Pension Expense:
Service cost — benefits eamed .. ...............oiel..... $ 1,424 $ 3,702
Interest cost on projected plan benefits. .. ................. 1,163 2,926
Estimated roturn on plan 855615 -« v v vvvreivenrnienrenees (1,301) (3.254)
Other
Amortization of net ageet ................. reecrbaeaon (2%) (8R)
Amortization of uarecognized prior service ¢ost . ...vv..n. 26 39
Amortization of net loss ... ... . . i i e, — 2
Total expense forthe period............oovvevnernnn. ..., § 1,283 § 3,347
Assumptions:
DHSCOURL TBIES o\ v v vee et nirvarnseinreosarsrnennans 1.75% 1.75%
Rate of return on assets ........coviviiereeninnnnnnn. 9.00% 9.00%
Ratc of compensation increase..........cooveinuenn... 4.5% 4.5%
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYST EMS, INC.
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWORKS OF
NORTHERN TELECOM LIMITED

NOTES TO THE FINANCIAL STATEMENTS ~ {Continued)

7. Post Retirement Benefits

The eligible employees of the Business were included in the Norcl post rerirement plans.
The plans provided certain benefits other than pension to the employees, The net post
retirement costs include the following components:

April 3, Pecember 31,
Rosd 036

Plan Assets and Liabilities:

Plan assets at fairvalue .............. .. ... ....... ... . S - § -
Accumulated post retirement benefit obligation .., .... e 14433 13,621
Deficiency of plan assets at fair value over projected benefit

obligation ........ ettt e (14,435)  (13,621)
Unrecognized prior service costs .................... beeeas 4,447 4,548
Unrecognized net gains......... ..o ... .. (183) (183)
Post retirement liability ........................... .. .. . $S 10471) § (9,256)

Apvil 30, December 31,
{997 1996

Post Retirement Expense;

Service cost ....... e e e e e e, $429 £1.095
Interest cost ........... Y e N ettt e, 385 966
Other '
Amortization of unrecognized prior service costs............ _log 300
Total expense for the period...... ..................... ... $914 $2.36]
Assumptions:
Weighted average discount rate .............,.. e 1.75% 1.75%
Rate of compensation increase................... ... .. .. 4.50% 4.50%

The effect of & 1% increase in the assumed health care cost trend is not material. The plan
was unfunded at April 30, 1997 and December 31, 1996.

&. Related Party Transactions

Transactions with Nortel and affiliated campanies are significant. These transactions occur
at prices established between the Business and Nortel,

The Business purchased equipment based on Distribution Agreements with other Nortel
operating units, in the amount of $91,500 for the four months ended April 30, 1997 and
$287,100 for the year ended December 31, 1996, These amounts reflect transfer prices
¢quivalent 10 amounts which would have besn charged to any other third party distributor.

Pursuant to service arrangements with Nortel the Business paid approximately $15,309 to
Neartel during the four months ended April 30, 1997 and §50,867 during the year ended
December 31, 1996 for fringe benefits, accounting, computer and other administrative services
provided by Nortel. The charges were based on actual costs incurred or allocated costs based an
relative factors such as square foot occupancy or head count. In management's estimates, the
allocated methodologies used are reasonable. In addition these amounts reflect fair value, and
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC.
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWORKS OF
NORTHERN TELECOM LIMITED

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

approximate amounts that would have been incurred by the Business had it purchased these
services from third parties.

%. Information on Business Segment by Geographic Area

The Business operates in one business segment, telecommunications equipment, and its
activity consists of the sales and distribution of Nortel products in North Amcrica.

Geugraphic Area

The point of erigin (the location of the selling organization) of revenues and the location of
the assets determine the geographic areas. The following table sets forth information by
geographic arca:

Four Months Eaded Year Ended
April 30, 1997 December 31, 1436

Total revenues;

United States .......covivrie i, $223,860 $651.429
Canada .. ...ttt e et et PR 26,345 81.682
Total cuStOmer revenuas . ......o.oeveeeererennn.. 250,205 733,111
Contribution to operating earnings: '
United States .. ... . ... ... ... ... 56,599 172,858
Canada .......c.itiiniii e, 11,067 32,573
67,666 205,131
General corporate oXpenses...................... 54,650 166,852
Income before income taxes ..........c.uvuninn.. $ 13,014 $ 38,279

10. Stock-Based Compensation

Certain employees of the Business were participants of the Northern Telecom Limited 1986
Stock Option Plan As Amended and Restated (“the Plan"). Under the Plan, options ta
purchase common shares of Nortel were granted at the markst valuc on the effective date of the
grant. Generally, options become exercisable over two or three years, depending on the year of
the grant, and expire after ten years.

The Business’ employee stock-based awards were accounted for under provisions of
Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock fssucd to
Employees,” and related interpretations, Common stock options do not result in compensation
expense, because the exercise price of the stock options equals the market price of the underlying
stock on the effective date of grant.

SFAS No. 123, “Accounting For Stock-Based Compensation,” requires that companies who
continue to apply APB Opinion No. 25 disclose pro forma net income assuming that the fair-
value method in SFAS No. 123 had been applied in measuring compensation cost. Pro forma
net income for the Business was $6,376 and $20,987 for the four months ended April 30, 1997
and the year ended December 31, 1996, respectively. Reported net income was $7,686 and
§22.261, for the four months ended April 30, 1997, and the year ended December 31, 1996,
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DIRECT SALES SUBSIDIARY, NORTEL COMMUNICATIONS SYSTEMS, INC.
AND TTS MERIDIAN SYSTEMS, INC. OF ENTERPRISE NETWORKS OF
NORTHERN TELECOM LIMITED

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

respectively. Since compensation expense from stock aptions is recognized over the future years'
vesting period for pro forma disclosyre purposes, and additional awards generally are made each
year, pro forma amounts may not be representative of future years’ amaunts.

These options were not assumed by WCS on the transfer of the ner assets of thc Busincss,
and employees could continue to hold the options of Nortel common shares under the Plan.

Aprit 30, 1997 Decomber 31, 1996

Options granted for the period ....................... 144,200 135,900
Weighted-average grant dare fair value................ $ 1322 $ 992
Options outstanding at periodend .. .................. 282,600 240,286
Options exercisable at periecd end ., ....... e raeen 60,850 54,786

11. Commitments

As at April 30, 1997, the future minimum lease payments under operating leases consisted

of:
Remaining 8 months of 1997 .. ... ... . $10,017
1998 ----- v s s et rswoacrn LR N N A SN BN I L R N L I I B I A A I A BB B A B '] 12|276
R 8,330
T 5.276
L 1,532
Therealter ... e e e 601
Total...... e, e e e ieaaa i, §38.032

Rent expense on operating leases for the four months ended Apﬁ! 30, 1997 and the year
ended December 31, 1996 amounted to $4,738 and, $14,053, respectively.

12. Contingent Liabilities

The Business is, from time to time, a litigant in various claims and proceedings arising from
the normal conrse of business. Although the outcome of these proceedings cannot be precisely
determined, management believes, based on currently known facts and circumstances, that the
disposition of these matters will not have a material adverse effect on the Business’ financial
pesition.

13. Credit Risk

The Busincss is cxposed to credit risk from customers. Such risk is minimized due to the

nature of the telecommunications distribution businass which results in the Business transacting
with a large number of diverse customers.
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NOTICE OF FILING

RE: Application of Williams Communications, Inc. d/b/a BOULT
Vyvx, Inc., for a Certificate of Public Convenience CUMNHNGS

and Necessity as a Competing Telecommunications
Service Provider, 99-00398 %ENERS
ERRY, _

Williams Communications, Inc. d/b/a Vyvx, Inc. has filed an Application with the
Tennessee Regulatory Authority for a Certificate of Public Convenience and Necessity as a
Competing Telecommunications Service Provider. I hereby certify that copy of this notice has
been served on the following persons via U.S. mail this 16th day of July, 1999.

Ardmore Telephone Company, Inc.
Terry Wales, General Manager
P.O. Box 549

517 Ardmore Avenue

Ardmore, TN 38449

Century Telephone or Adamsville
David Dickey, Division Manager
P.O. Box 405

116 N. Oak Street

Adamsville, TN 38310

Century Telephone of Claiborne
Don Ray Fannon, Division Manager
P.O. Box 100

57 Main Street

New Tazewell, TN 37825

Century Telephone of Ooltewah-Collegedale, Inc.
Terry Crutchfield, Division Manager

P.O. Box 782

5616 Main Street

Ooltewah, TN 37363

0571665.01
100494-000 07/16/1999




Citizens Telephone Company of Tennessee

Citizens Telecommunications Company of the Volunteer State
Mike Swatts, State Regulatory Director, South

P.O. Box 770

300 Bland Street

Bluefield, WV 24701

TDS Telecom-Tellico Telephone Company, Inc.
P.O.Box 9

102 Spence Street

Tellico Plains, TN 37385-0009

Loretto Telephone Company, Inc.
Louise Brown, President

P.O. Box 130

Loretto, TN 38469

Millington Telephone Company, Inc.
W. S. Howard, President

4880 Navy Road

Millington, TN 38053

Sprint-United

Steve Parrott
Director-Regulatory Affairs
112 Sixth Street

Bristol, TN 37620

TDS Telecom-Concord Telephone Exchange, Inc.
Jerry R. Parkerson, Manager

P.O. Box 22610

701 Concord Road

Knoxville, TN 37933-0610

TDS Telecom-Humphreys County Telephone Company
Bernard R. Arnold, Manager

P.O. Box 552

203 Long Street

New Johnsonville, TN 37134-0552

TDS Telecom-Tennessee Telphone Company
P.O. Box 18139
Knoxville, TN 37928-2139

0571665.01
100494-000 07/16/1999




TEC-Crockett Telephone Company, Inc.
P.O. Box 7
Friendship, TN 38034

TEC-People's Telephone Company, Inc.
P.O. Box 310
Erin, TN 37061

TEC-West Tennessee Telephone Company, Inc.
P.O. Box 10

244 E. Main Street

Bradford, TN 38316

United Telephone Company
P.O. Box 38

120 Taylor Street

Chapel Hill, TN 37034

LS

Michael B. Bressman

0571665.01
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BEFORE THE

TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

Application of Williams Communications, Inc. )
d/b/a Vyvx, Inc. for a ) TRA DNocket No. 66-00398
Certificate of Public Convenience and Necessityasa )
Competing Telecommunications Service Provider )

PRE-FILED TESTIMONY OF MICKEY 8. MOON

I, Mickey 8. Moon, do hereby testify as follows in support of the application of Williams
Communications, Inc., d/b/a Vyvx, Inc, (“Williams™) for a certificate of publi¢ convenience and
necessity as a competing telecommunications service provider to provide telecommunications
services throughout the State of Tennessee:

Q: Please state your full name, business address, and title.

A: My name is Mickey S. Moon and my business address is 4100 One Williams Center MD 28-
6, Tulsa, Oklahoma 74172, [ am Williams' Director of Regulatory Affairs.

Q: What are the responsibilities associated with your position?

A: My responsibilities are to ensure compliance with all applicable rules and regulations related
to the provision of telecommunications service for Williams, including certification and tariffing
requirements. I also represent the company in rulemakings and as a witness.

Q What is your educational background?

A I hold a B.A. degree from the University of Texas at Arlington (1991} in Political Science
and a I.D. from the University of Tulsa College of Law (1994).

Q: Please describe your employment history as relevant to the telecommunications industry.
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Al I have four years expericnce in public wtility and tclecommunications law and regulation.
I was an assistant attomey general in‘ the Oklahoma Attorney General’s Office from 1995 until
1998. During that time, [ represented the Oklahoma consumers of public utility services, primarily
natural gas, electric power, and telecommunications. From March, 1997 until April. 1998, I was in
charge of the Arorney General's Public Utitity Section. In April, 1998 [ joincd Williams in my
present role as Director of Regulatory Affairs.

Q:  Are all statements in Williams’ application for a certificate of public convenience and
necessity filed before the Tennessee Regulatory Authority and any amendments or supplemental
information filed in connection therewith, true and correct to the best of your knowledge,

information and belief?

A: Yes.
Q: Please describe the current corporate structure of Williams.
A: Williams is a wholly-owned subsidiary of Williams Communications Group, Inc., which,

in turn, is a wholly owned subsidiary of Williams Holdings of Delaware, Inc. The Williams

Companies, Inc., a publicly traded company, owns 100 percent of Williams Holdings of Delaware,

Inc.

Q: Where is Williams incorporated?

A Williams is organized under the laws of the State of Delaware.
Q: Is Williams qualified to do business in Tennessee?

A: Yes.

Q: Does Williams possess the requisite managerial, financial, and technical abilities to provide
the services for which it has applied for authority?

A: Yes.
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Q: Please describe Williams” financial qualifications.

A: Williams is financially qualified to provide the telecommunications services for which
authority is requested. As of the end of 1998, Williams® direct carporate parent, Williams
Communications Group, Inc. (“WCG™) had assets of approximately $ 2.3 billion and revenues of
approximately $ 387 million. The Williams Companies, Inc., the ultimate corporate parent of WCG
and Williams recently announced its intention to file an initial public offering for a minority interest
in WCG, which will expand access to capital to support growth in the communications-side of the
business. On April 9, 1999, WCG filed for an initial public offering which is currently under review
by the Securities and Exchange Commission. Williams will primarily fund its services in Tennessee
through revenues generated by its operations as well as funds received through its direct corporate
parent.

Q: Pleage describe Williams® technical qualifications.

A: Williams is technically qualified to provide the telecommunications services for which
authority is requested in Tennessee. Williams has provided interstate telecommunications services
for over 10 years. Specifically, Williams has provided interstate private lines used to transmit point-
ta-paint broadcast quality signals since 1989. Television networks typically send programming from
their production studios to their affiliated stations by means of satellite uplinks (satellite dishes). In
order to broadcast a remote event, such as a live news report or baseball game, the netwerks require
a telecommunications link, known as "backhaul,” to transmit the video and audio signals from the
remote location to the studio. Williams is the premier provider of backhaul services. Most of
Williams’ customers for these services are television networks, television production houses,
movie/television studios, cable television systems, and television and radio stations. The content

of transmissions regularly include professional sporting events and news feeds.

-3-
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Bccause telecommunications is a rapidly changing market driven by technological
innovation, Williams regularly provides training to its employees to ensure the provision of high-
quality services. To manage its nationwide fiber-optic network, Williams operates a centralized
operations and control center (“NOC™) in Tulsa, Oklahoma. Customers may report services
problems 24 hours per day, seven days a week, although the NOC regularly detects problems on the
network hefore receiving notice from a customer. One of the hest indications of Williams’ technical
ahility, however, is the reliance placed on Williams by its customers. For instance, Williams
regularly provides point-to-point hroadeast-quality ransmission services to handle high-profile
events, such as the Super Bowl.

Q: Please describe Williams' managerial qualifications,

A: Williams has the requisite managerial qualifications to provide the telecommunications
services for which authority is requested in this Application. Williams is managed by a select team
of individuals with substantial management and telecommunications experience, This experience
and expertise will enable Williamns to manage the implementation and provision of the services for
which authority is requested.

The President and CEQ of Williams is Howard E. Janzen. Mr. Janzen has 18 years of
experience in the telecommunications and energy industries, holding a variety of management
positions within Williams, Mr. Janzen joined thc communications-side of The Williams Companigs,
Inc. in 1995. Before that, Mr. Janzen served in numerous management positions with Williams’
energy affiliates, and was invaolved in pioneering construction of fiber-optic facilities within
pipelines and pipeline corridors for Wiltel, a former affiliate of Williams which ultimately become
the fourth largest facilities-based long distance carrier in the nation before it was sold in 1995. M.

Janzen is also on Williams' Board of Directors. Frank M. Semple is the president of Williams

-4 -
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Netwark, a division of Williams. Mr. Semple has nearly two decades of experience with Williams
and brings to his office a track record of proven leadership skills within several of Williamns business
units. While serving in numerous management positions with Williams Pipe Line Company
(“WPL"™, an affiliate of Williams. Mr. Semple implemented innovative technology that positioned
that company as an industry leader in customer service and systems. Mr. Scmple is also on
Williams® Board of Directors and is an Assistant Secretary and Assistant Treasurer.
Delwin L. Bothof is the president of Williams Network Applications, a division of Witliams.
Mr. Rathof alzo serves on Williams® Board of Directors and is an Assistant Secretary and Asgistant
Treasurer. Williams Network Applications division leads muldmedia applications across Williams'
fiber-aptic and satellite communications networks. Services and products within this division
include point-to-point broadcast quality transmission services for broadcasters, advertisers, and
production studics, andio and video conferencing, ChoiceSeat in-stadium sports entertainment
network, interactive training and distance learning, and Williams Telemetry wireless telephony
communications for the energy and utility industries.
From 1989 to 1997, Mr. Bothof served as President of Williams. Mr, Bothof has more than
25 years experience in the telecommunications industry. Mr. Bothof served as partner and president
of Atlanta-based Tritek Communications, In¢,, a providér of integrated communication networks.
Before that, he was director of Carporate Planning and Development for BellSouth Corporation and

later founded and served as President of BellSouth Ventures Company. Mr. Bothof also served as
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which included software and hardware for data communication test instrumentation. He was later
promoted to Marketing Manager and then to General Manager.

Miller 8. Williams is the Senior Vice President of Corporate Development and Planning for
Williams and an Assistant Secretary and Assistant Treasurer. Mr. Williams has mare than 20 years
af diversified busincss oxperience. Prior to joining Williams, he spent 10 ycars in rcal cstate
development and oil and gas syndications as President of Harbour Group. In 1998, he joined
Williams Telecommunications Systems, Inc., as Vice President of Corparate Development. While
there. he was responsible for exploting potential strategic partnerships, acquisitions. investments,
and projects for enhancing growth. He has also served as manager of Special Projects for Williams
Pipe Line Company, and Director of Intemnational Marketing for Agrico Chemical Company. Mr.
Williams also serves on Williams' Board of Directors and is an Assistant Secretary and Assistant
Treasurer.

Joseph C. Turcotte is Senior Vice President and Chief Operating Officer of Williams
Communications Network Services, a division of Williams. Mr. Turcotte has 13 years of operations
and engineering experience in the telecommunications and energy industries. Before joining
Williams, Mr. Turcotte served in supervisory and managerial engineering positions for Williams
Pipe Line Company, including Director of Information Services. Mr, Turcorne also serves on
Williams’ Board of Directors.

Gary L. Watson is Williams® Executive Director of Network Voice Services. Mr. Watson
is the lead person for Williams® Switched Voice Network Services. He has twenty-eight vears
experience in all areas of domestic and international communications. Prior to joining Williams in
1998, Mr. Watson was employed by AT&T as a General Manager of Managed Network Solutions.

In that capacity he managed the networks of over sixty of AT&T"s largest customers. Prior to

-6-
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joining AT&T, Mr. Watson scrved thirtcen years in Operations, Engincering, and Operator Services
for Southwestern Bell Telephone. The last fifteen years of his carcer with AT&T was spent in both
Domestic and International Sales, Operations and Network Management Services, Mr. Watson also
serves on Williams® Board of Directors.

Laura A. Kenny is the Senior Vice President and General Manager of Williams Vyvx
Services, a Division of Williams. Ms. Kenny is also an Assistant Secretary and Assistant Treasurer
and serves on Williams' Board of Directors. Williams Vyvx Services is a leading international
provider of imegrated video, fiber-optic, satellite and teleport transmission services. Her
responsibilities include strategic planning, marketing, sales, operations, and administration for the
division's worldwide presence with nearly 500 employees in 30 offices in the United States, the
United Kingdom, Singapore, and Australia. Ms. Kenny has more than 17 years experience in the
telecommunications industry. Before joining Williams in 1997, Ms. Kenny served as an executive
with AT&T, where she held numerous marketing and operations positions. She developed national
marketing plans for AT&T Communications Services and established a software development
training institute in Singapore in collaboration with Bell Labs and the Singapore government,

Q: What services will Williams offer?

Al Williams initially plans to offer intertLATA and intralLATA interexchange switched-voice
telecommunications services throughout Tennessee, primarily to authorized interexchange cartiers
(“IXCs™. These service offerings will give both facilities-based and switchless interexchange
carriers a competitive alternative of reselling Williams interexchange services to their end users,
rather than building their own IXC facilities or reselling the interexchange services of another IXC.

In the future, Williams may also offer local exchange and exchange access services and additional
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advanced intrastate interexchange services, including, without limitation, private line, Asynchronous
Transfer Mode, Intermnet Protocal, and frame relay services.

Williams initially entered Tennessee’s intrastate telecommunications market on a resale basis
and presently holds authority from the Tennessee Repulatory Authority to operate as a reseller oy
telecommunications operater service provider in Tennessee (TRA Case Number 99-00034).
However, Williams plans to begin construction of extensive interstate fiber-optic facilities that will
pass through Tennessee in 1999, which may be used, in part, to provide intrastate
telecommunications services. Williams will, upon certification and prior to commencing service,
file its initial tariffs for telecommunications services with the Tennesses Regulatory Authority
(“TRA"). 1If Williams offers additional services in the future, it will file appropriate tariffs with the
TRA.

Q: Will the granting of a certificate of public convenience and necessity to Williams serve the
public interest and need?

A: Yes. The requested certificate of public convenience and necessity will further the p'ublic
interest because it will enhance telecommunications facilities and facilities-based competition within
Tennessee. This will increase customer choice for users of telecommunications services. The
increased competition will also improve the atfordability and quality of telephone service in
Tennessee.

Williams planned fiber-optic construction project will also serve the public interest. As
businesses increasingly rely upon information technologies, the availability of modem
telecommunications facilities attracts industry, lowers production costs, and facilitates economic
growth.

Q:  Has Williams filed its small and minority-owned business participation plan?

-6-
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A: Yes. Williams is committed to providing opportunities for small and minarity-owned

businesses in the telecommunications industry.

Q: Has Williams filed its Year 2000 Disclosure Statermnent?

A: Yes.

Q: Has Williams filed its toll dialing parity plan?

A No. Williams will file a toll dialing parity plan 60 days prior to offering any voice-grade

local exchange services.

Q: Will Williams offer telecomumunications services in areas served by rural telcos or telephone

cooperatives?

A: Although Williams does not plan to offer local services af this time, it may cheose to offer

such services in the future. Unless otherwise permitted by federal or state law, Williams would not

offer lacal exchange telecommunications services in areas served by any incumbent local exchange

telephone company with fewer than 100,000 total access lines, except for those that have voluntarily

entered into an agreement with & competing telecommunications service provider or that have
-applied to provide telecommunications services in an area outside its service area existing as of June

6. 1995. Williams would also not provide service in any area served by a telephone cooperative
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telecommunications scrvices in Virginia. Williams has initial applications or applications for
additional authority pending in New Mexico, Hawaii, Alaska, Utah, and Colorado.

Q: Who is knowledgeable about Williams® operations and will serve as Williams® contact for
repair and maintenance information?

A Tom Armstrong, director of Nerwork Operations.

Q: Will Williams comply with all applicable statutes, rules and orders pertaining to the
provision of telecommunications services in Tennessee?

Al Yea,

Q: Daoes this conclude your 1estimony?

A: Yes.

[16-dul-99 01:58p]
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YERIFICATION

I affirm that the foregoing representations are true to the best of my knowledge,
information, and belief.

)
W\.\?/ S%\
Mickey 8. Moon /2~
Director of Regulatory Affairs

Williams Communications, Inc.

Subscribed and sworn to before me this
ay of July, 1999.

oo

Notary Public g

State of Oklahoma A R,

County of 5.0 Qi
ounty o § v OTA&."H-.,C‘&,‘

My Commission Expir

i

T

16-Jul-99 01:58p
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